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A Banker's Diary 


[t seemed at first that the fuel crisis had blown a keen blast of realism through 
the sphere of glowing fantasy in which the stock markets have lately dwelt. 
News of the shut-down on February 10 produced at once a 

The City sharp break in prices, and the fall continued for several days. 

and the = From 131.9 on February 7, the day of Mr. Shinwell’s bomb- 

Crisis shell, the Financial Times index of industrial ordinary shares 
dropped to a low point of 124.4, and long and medium-long 
gilt-edged securities lost between two and three points. These declines were 
not accompanied by any large volume of selling, and in gilt-edged at the 
outset they even gave rise to some surprise. But it was quickly perceived 
that the shut-down, whatever its repercussions upon Mr. Dalton’s intentions, 
tended both to put additional strain upon the central Exchequer and to create 
a need for industrial liquidity. There was clearly a possibility that, in order 
to meet standing charges and wage-bills under guaranteed weeks, big industrial 
concerns might find it necessary to sell gilt-edged. To what extent this has 
happened it is naturally impossible to know, but a further influence has been 
an intensification of the tendency of large holders to switch from medium to 
short-dated securities—partly inspired, no doubt, by the fact that the authori- 
ties saw fit to allow the decline to go so far. 

Reflections such as these, lately reinforced by the growing discussion of 
the need for a return to effective monetary control, have produced a more 
wary and realistic gilt-edged market than for many months, with prices 
apparently unable to hold a modest rally from the worst. In other sections it 
has been very different. Here the realism departed as quickly as it came. 
The weakness in the markets seemed hardly more than a reflection of the 
trials of dealing by candlelight in a frigid austerity—physical conditions 
which have, of course, affected many of the banks and City offices generally. 
But such conditions have not sufficed to suppress the now incorrigible optimism 
of Throgmorton Street. At the moment of writing, the Financial Times 
industrial index is actually moving around its pre-crisis level. Any argument, it 
seems, will serve so long as it points to higher prices. The latest is that if 
pight-working increases costs, it will likewise increase profits—given the sellers’ 
market. Could unrealism go further ? 


OnE of the most important steps yet taken in the long road which by July 15 
next will make all currently earned sterling in the hands of non-residents 
available for expenditure in any currency in the world is 

“Transfer- the creation of a new category of sterling ‘‘ Transferable 
able Accounts ’’. These accounts comprise the accounts of residents 
Accounts’’ in Argentina, Canada and Newfoundland and the Belgian, 
Dutch and Portuguese monetary areas, representing sterling 

arising from current transactions. Payments into or out of such accounts 
can now be made from or to other transferable accounts and American accounts. 
No doubt other countries will be added to the number of those included in these 
atrangements, but it must be evident that no country can be included unless 
the Treasury and the Bank of England are fully satisfied that its own monetary 
authorities are operating a satisfactory control of exchange and, in particular, 
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a control of all capital movements. To give this freedom of multilateral 
payments within the group of “ Transferable Account ”’ countries is, in effect, 
to transfer to the monetary authorities of each country concerned the respon- 
sibility for seeing that these payments represent current transactions and that 
the sterling in question does not thereafter escape the circuit in the form of 
exported capital. The growth in the multilateral transferability of sterling is 
now reaching a point at which the final step to be taken next July will be little 
more than a formality. It should be stressed that this conception of “‘ transfer- 
ability ’’ is a great improvement on that of “ convertibility ’’, with its implica- 
tion that sterling accumulated as a result of current transactions must and will 
be converted into some hard currency. It is far preferable to regard sterling 
as being expendable in any currency area in the world. We have already 
travelled a long way from the point at which sterling held by a non-resident 
could only be transferred to the account of a person residing in the same 
currency area. The multilateralization of sterling has already made sufficient 
progress to emphasize its claim to be again a truly international currency. 
It should be noted that after July 15 the transferability of current sterling 
held by other sterling area countries will still be subject to the kind of arrange- 
ments which now obtain and which limit those countries’ use of hard currencies 
either to a specific quota, as in the case of Egypt and Iraq, or to gentlemen's 
agreements which govern the access of the members of the sterling area to the 
dollar pool. 


By the time these lines appear in print the International Monetary Fund will 
have begun exchange operations. The member countries are now paying 
their subscriptions. The largest quota, that of the United 

Fund States, amounting to $2,750 millions, has been paid as to 

and Bank one quarter, or $687} millions in gold. The British quota 
Progress of $1,300 millions has been paid as to {51,203,000 in gold 
and the balance in sterling. These two examples illustrate 

the two methods by which the gold quotas can be calculated. Member 
countries have the right to pay in gold either one-quarter of their quota or 
one-tenth of their net gold and dollar reserves—whichever is the smaller. In 
the case of the United States it was one-quarter of the quota, in that of Britain 
it was one-tenth of the gold reserve as on September 30, 1946. The balance 
of the British subscription, amounting to about {271 millions, has been paid 
in sterling. Of this a little over {1 million was paid earlier to cover current 
expenses of the Fund, The balance of about £270 millions has been paid 
as to about {238 millions in non-interest bearing notes payable on demand, 
and £32 millions in cash deposited with the Bank of England. The reborrowed 
portion of the sterling subscription will be kept in the form of non-interest 
bearing notes payable on demand. These will be called by the Fund as and 
when it needs sterling to satisfy member countries’ demands for this currency. 
The International Bank is still stalled, but shows some promise of getting 
under way soon. The confident reports that Mr. J. McCloy had accepted the 
post of president have now been confirmed. Mr. McCloy has evidently 
demanded a considerable reversal of the distribution of power and respon- 
sibility in the Bank as defined by the Savannah interpretation of the Final 
Act. That reinterpretation has, in turn, required the resignation of the U.S. 
executive director, Mr. Collado, who has been replaced by Mr. Eugene Black, 
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a Wall Street banker. Meanwhile the fundamental task of preparing the 
capital market in the United States for the issue of the Bank’s bonds has been 
at a standstill. No real attempt has been made to enlist the co-operation of 
New York bankers and finance houses in discussing this problem and, as a 
consequence, the main channels through which the ultimate distribution of 
the Bank’s bonds should be effected have become either soured or have lost 
patience with the project. It may be too early to write off the International 
Bank as a non-starter, but unless some evidence of life emerges from that 
institution soon, that will be the only verdict left open to impatient and 
sympathetic observers. It would be a tragic verdict at which to arrive. 


DEVELOPMENTS in the silver market have been of particular interest during the 

past month. Their chief feature has been a recovery of the price of silver in 

New York and the adjustment of the London quotation to 

Rally that movement. The New York price, which had fallen to 

in 71 cents on January 20, following the break from the level of 

Silver go cents maintained until last November, has been followed 

by a steady recovery up to 83 cents, a figure at which there 

has been keen bidding from foreign buyers, including British. The London 

market had cut the price from 554 to 44d. per ounce on February 3, after the 

announcement by the Bank of England that it would withdraw completely 

from the market and would allow brokers to buy silver for approved purposes 

from the cheapest available source, allocating the required amount of dollars 

if that source proved to be the United States. It was in fact in New York that 

silver could be bought at the lowest figure and the London price was therefore 

promptly adjusted to the 71 cents parity which then prevailed in the New 
York market. 

The position remained fairly quiescent until February 23, when British 
bidding for silver in New York began to lift the price above the 71 cent level. 
It was raised in four days to 76 cents, but bidding had, towards the end of 
the month, pushed the price to 81 cents. Many million ounces of silver are 
reported to have been bought in the New York market, the off-take beirg 
well above what would normally be required for authorized industrial purposes 
in Britain. It may be assumed that a part of the bidding for silver in New 
York has been effected for shipment to India. This would not be done on 
direct London account since London brokers would not be allowed dollars for 
their purchases in New York if the silver in Britain were destined for re-sale 
for rupees in India. 

It is probable, however, that London firms have been acting as irter- 
mediaries for certain interests on the Continent—mainly in Belgium—who 
appear to have been supplied with dollars by their own authorities in order 
to transact this type of business. Operating through London they have 
bought silver in New York and have arranged for its shipment to Bombay 
against payment in sterling. On deals of this kind they have been able to 
make the substantial profit offered by the wide margin of nearly 40 per cent., 
which separates the New York from the Bombay price. The Belgian authorities 
have presumably sanctioned these deals because to them sterling is almost as 
hard a currency as the U.S. dollar and because, by seizing this differential 
price for silver, they have in effect been able to convert part of their dollars 
into sterling at an extremely profitable rate of exchange. The net effect of 
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these deals has been to narrow the margin between the Bombay and sterling 
prices, a movement which has been eftected in the main by the raising of the 
dollar quotation. In conjunction with that last movement the sterling silver 
price has had to be adjusted upward and has risen to 49d. per ounce. There 
are certain aspects of this arbitrage in silver which are none too reassuring 
for sterling, and it is to be hoped that this avenue through which such sub- 
stantial profit has been made will either be closed or will at least be opened to 
more dealers than the fortunate few who have recently profited by it. 


AN interesting marriage between private British capital and a nationalized 
French bank has produced a new bank, the British and French Bank (for 
Commerce and Industry) Ltd., which will soon take over 


New the business of the London branch of the Banque Nationale 
Anglo-French pour le Commerce et I’Industrie. Perhaps the fact that the 
Bank French bank had been nationalized led to the idea that its 


business in the London market would benefit by being 
handed over to a new company registered in Britain. The B.N.C.I. will 
subscribe the whole of the ordinary capital of the new bank, namely, 450,000 
shares of {1 each. Two London houses, Messrs. S. G. Warburg and Company 
und Messrs. Robert Benson and Company, are taking up and will place 
privately 300,000 4} per cent. cumulative participating preference shares of 
fr. The new bank will have an authorized capital of £1 million, of which 
£750,000 will thus be issued. The board will consist of three British and three 
french directors, the British including the chairman, Sir Findlater Stewart. 
The new venture is welcome evidence of the importance which the London 
market is regaining in the sphere of international finance. The B.N.C.I. has 
an exceptionally well developed network of branches and subsidiary banks in 
the French overseas territories and plays an important part in financing the 
trade between these countries and the rest of the world. 


THE discussions of the Eady-Cobbold mission in New Delhi appear to have been 
short, sharp and to the point. After less than a fortnight the talks were sus- 
pended with the promise that they would be resumed at a 

Sterling higher level next April. The official communique further 

Debt suggested that the discussions had proved valuable in that 

Talks they had informed each side of the attitude of the other on 

this very vexed question. It is clear from the course of events 

that the views put forward by each delegation on the problem of India’s 

sterling balances reflected such wide differences of opinion that their recon- 

ciliation could not profitably be pursued at this meeting. Meanwhile, the 

balances continue to be drawn upon. There can be no doubt that India was 

the largest drawer on sterling balances in 1946, when total reductions, according 
to the Chancellor of the Exchequer, amounted to £230 millions. 

The British delegates have since been in Cairo and have discussed Egypt’s 
sterling balances, which are said to amount to £440 millions. This total 
is said to include £144 millions as cover for the note issue, nearly the whole 
of which is held in Treasury bills. A further {250 millions is held by Egyptian 
banks and the remaining £46 millions is in the hands of the general Egyptian 
public. Egyptian Press comments on the negotiations immediately echoed 
the Indian refusal to consider any question of writing down and it has been 
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argued that the wide dispersion of these assets in the hands of Egyptian 
commercial banks, merchant houses and private individuals, must put out 
of court any question of partial cancellation. The argument is not particularly 
convincing. There is no reason why the sterling assets of Egyptian nationals 
should not be mobilized as were the foreign assets of many belligerent countries 
during the war. The Egyptian holders could be compensated in Egyptian 
currency and the problem of negotiating the sterling debt settlement between 
two parties only, namely, the British and Egyptian Governments, would thus 
be resolved. As in New Delhi, the Cairo discussions ended without any result 
other than the announcement that there had been a frank exchange of views. 
From Cairo the British delegates have gone to Bagdad to discuss the sterling 
debt to Iraq. 


AN interesting development in Australian commercial banking was announced 
last month with the news that a merger was being arranged between the 
Union Bank of Australia and the Bank of Australasia. 


Australian The merged institution, assuming arrangements go through, 
Bank will be known as the Australasia and Union Bank. The 
Merger merger is being effected on a share for share basis and though 


it is the Bank of Australasia which for technical purposes 
will be taking over the Union Bank the proposed operation should be regarded 
as much more in the nature of a fusion than an absorption of one bank by the 
other. Each of these banks has more than a century of active and useful life 
behind it. Their development has been on closely parallel lines and they are 
the only two Australian trading banks whose Head Offices are situated in 
London. On all counts, therefore, they provided obvious material for the 
merger which is now being negotiated. 

The combined institution will have assets of about {200 millions, which 
should make it rank second only to the Bank of New South Wales in the hist 
of Australian trading banks. It is difficult to avoid the conclusion that the 
merger is also a measure of consolidation and defence against the somewhat 
more difficult conditions with which Australia commercial banks are faced 
under the new banking legislation in the Commonwealth. The scope for 
expansion of commercial banks’ business is now strictly controlled by the 
Commonwealth Bank of Australia. Furthermore, there are unmistakable 
signs that the Commonwealth Bank is intruding more vigorously into the 
sphere of competitive commercial banking. All things considered, therefore, 
consolidation appears to be well justified. Ultimately, too, the move may 
secure considerable economies in administration. 


Tue Chinese Government has recently made perhaps the most determined 
attack yet launched since the liberation upon the problem of monetary 
instability in China. The Chinese national dollar was devalued 

Chinese last month from 3,350 to the U.S. dollar to 12,000 to the 
Currency U.S. dollar. At the same time the whole apparatus of sanctions 
Chaos against dealing in gold and foreign currencies in the unofficial 
markets has been considerably strengthened. All circulation 

of foreign currencies and sales of gold have been prohibited and powers of 
confiscation of such currencies and bullion traded in the unofficial market 
have been given to the authorities. At the same time holders of foreign 
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currencies and external assets have been required to declare them to the 
Government, and in the case of holdings of currency, to sell them to the 
Central Bank of China at the new official rate of exchange. The devaluation 
of the Chinese national dollar has involved the abolition of the exchange 
export bonus of 100 per cent. and of the 50 per cent. exchange surcharge on 
imports which had previously been levied in an attempt to free the foreign 
trade of China from the handicaps of an obviously artificial rate of exchange. 
The new monetary measures have been accompanied by price stabilization 
regulations and also by a plan for the gradual release of foreign exchange 
required for imports of machinery and materials. 

These large measures, unfortunately, are impressive only on paper. 
Reports from Hong Kong suggest that on the basis of prices quoted on the 
mainland the Chinese dollar is still appreciably over-valued at 12,000 to the 
U.S. dollar. The main source of monetary depreciation in China, the gap 
between Government expenditure and tax revenue, yawns wider than ever. 

In the present political turmoil in China the administrative machinery 
— to enforce the new financial regulations can hardly be expected to 

vork smoothly. Nor can the new American policy of abandoning the Chinese 
political situation to its own devices be regarded as other than an abdication 
of U.S. financial responsibilities in China. 


THE first monthly statement of the clearing banks to be made up under the 
new arrangement—on the same date for every bank— fell unusually early : the 
third Wednesday in the month was January 15. The changes 
January disclosed therefore mainly represent the seasonal adjustments 
Cash following the year-end. This is particularly true of deposits, 
Ratios which showed their first decline since February, 1946. But 
this movement, unlike last year’s, was wholly due to the 
deflation of items in course of collection. “ True ’’ deposits actually rose by 
{1.2 millions, compared with falls of £73 millions in January, 1946, and £40 
millions in January, 1945. Money market yayend actually surpassed their 
end-December record, at the huge total of {1,05 millions— -equivalent to 
18.7 per cent. of deposits, the highest ratio since 1940. 


January Is, Change on 
1947 Month Year 
£m. £m. £m. 
Deposits ry - ‘a ‘+ 5629.1 — 56.3 +- &99.8 
“ True" Deposits* i 5439.9 + 1.2 + 853.7 
Yo § 
Cash .. a aa a os 475.2 (8. 44) - 24.2 20.8 
Money Market Assets la or 1051.8 (18.7) + 9.5 44: .§ 
Call Money ia ms - 427.7 (7.0) 2 + 179. 
Discounts - a os 624.1 (17.2) + 13.7 263.6 
Treasury Deposit Receipts .. i 1562.5 (27.8) + 3.0 t 79.0 
Jnvestments plus Advances .. ar 2419.6 (43.23) 12.4 t 360.2 
Investments ie oa is 1426.5 (25.7) * @.5 + 196.1 
Advances i hot — 993.1 (17.6) + 12.9 +- 164.1 


* Excluding items in course of collection. § Ratios of assets to published deposits. 


A notable feature of the detailed figures was the closer approach to the 8 per 
cent. cash ratio by each of the banks. The average was 8.44, compared with 
8.78 per cent. on December 31. 











to the 
to the 
uation 
hange 
rge on 
oreign 
lange. 
zation 
hange 


paper. 
yn the 
‘0 the 
e gap 
ever. 
linery 
ted to 
hinese 
cation 


er the 
: the 
anges 
ments 
0sIits, 

But 
o the 
se by 
d £40 
their 
nt to 


= 2 8 


8 per 
with 





161 


Deflation or Direction ? 


HE Government’s first economic budget, its ‘‘ Economic Survey for 
[2007 ”, has been acclaimed as a master-plan and denounced for its lack 

of plan. To some it is a bold experiment, a foundation of the economic 
structure of Socialist government ; to others it is an act of abdication—from 
government probably, and from Socialism certainly. But amid the confusion 
of conflicting comments there is one criticism that has not been made. The 
White Paper has been criticized for asking too little of the country, but no 
serious commentator has complained that it asks too much. Nobody believes 
that the stark picture which the Government draftsmen have so deftly drawn 
could have been portrayed honestly in softer tones. 

Except in its detailed quantities, there is indeed little that is new in this 
diagnosis of Britain’s plight. And as the White Paper promises to be a best- 
seller, there is no need, in this inevitably belated issue of THE BANKER, for 
detailed recapitulation. Policy now is more important than facts, for these 
are already well known and can be swiftly summarized. Britain’s economy 
came close to complete breakdown this winter because for six years it had 
worked to the limits of capacity and then in the seventh was allowed to become 
hopelessly overloaded, giving way at the weakest point. Yet in that year— 
a year admittedly devoted mainly to the wasteful process of dismantling the 
apparatus of war—relatively little work was done on the priority tasks which 
now tower above the economic scene. Since the war, says the White Paper, 
Britain has been “ living on a coal overdraft’. But coal stocks are by no 
means the only basic stocks that have been depleted: Britain has depended 
upon many other overdrafts, and especially upon her overdrafts in dollars. 
To continue thus would speedily bring the whole economy to virtual standstill. 
The Government now proposes to put first things first, and shows how the 
limited resources should be employed to avoid further overdrawings—upon all 
accounts except the dollar account, which must be even more severely strained 
in 1947 because the country did not put first things first in 1946. 

The basic targets for 1947 are, first and foremost, 200 million tons of coal, 
compared with 189 millions actually produced in 1946—the target is a bare 
minimum, dependent upon the most rigorous economies in consumption, and 
yet requiring 40,000 more men in the mines, in addition to replacing an 
estimated withdrawal of 50,000. Secondly, exports need to be raised from 
III per cent. of 1938 volume at end-1946 to 140 per cent. at end-1947, with 
the actual total for the year £300 millions above 1946 at £1,200 millions—an 
increase which would allow imports to be raised from 70 per cent. of 1938 
volume to 80-85 per cent., while reducing the overall deficit on the balance of 
payments from {£450 to £350 millions. Thirdly, one-fifth of the national 
income would be devoted to capital equipment and maintenance—one-quarter 
of this in turn being for industrial, mining and agricultural plant, one-fifth 
for new housing (300,000 houses, permanent and temporary), one-fifth for 
plant for transport in all its forms, and g per cent. for electricity, gas and the 
Post Office. Fourthly, the armed forces, though falling from their end-1946 
total of 1,427,000, will still require no fewer than 1,087,000 persons by March, 
1948, and their economic cost will absorb 11 per cent. of the national income in 
1947 (compared with 49 per cent. in 1945 and 7 per cent. in 1938). Fifthly, 
two-thirds of the national income would go to personal consumption (compared 
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with 54 per cent. in 1945 and 78 per cent. in 1938), which in total is apparently 
not expected to differ substantially from its 1946 level, but in some respects 
would be rather less. 

Such, in broad outline, is the framework—indicated more fully in the 
accompanying tables*—-to which the Government would like to work. A bare 
and precarious minimum of coal, the very foundation of the whole plan: 
exports only halfway to the increase above pre-war volume which is imperative 
in the near future ; a mere 15 per cent. more capital re-equipment than in a 
pre-war year, despite the six-year arrears of maintenance-—it can hardly be 
said that the sights have been set very high. Yet, if modest beside the eventual 
needs, these objectives will be desperately hard to achieve. The framework 
itself shows hardly a single part of the whole economy which will not be so 
hazardously poised that even a slight tilt may spell disaster—a precarious 
steel position, the railways so strained that speed restrictions will be needed for 

‘“ TARGET" DISTRIBUTION OF RESOURCES 
Percentage of Nationa! 
Income 
1938 1945 + ~=—-:1947 
Personal consumption... Za is fi 78 54 663 


Defence ze se ws x be sig 7 49 II 
Other public expenditure. . - - is 10 134 


Capital equipment and maintenance .. is 16} 20 
Less depreciation .. - s ws ..—-I0 — ¢ — 7 


Imports... i aid - 7" .. — 18 
Exports and re-exports .. ws +s - 113 14 
Other net overseas receipts sa “a 5 


100 100 
safety, the metal using industries and building threatened with unemployment 
through shortage of materials, the deficiency of electricity generating capacity 
getting steadily worse for two years. 

Moreover, there is, unhappily, reason to believe that the targets have not 
been significantly revised in the light of February’s tragic stoppage. The 
White Paper points out that in 1947 there can be no coal exports, only 
minimum steel exports, and no increase in textile exports. None will dispute 
that now, and few would have done so two months ago. But, in appraising 
what can be done by other groups, has due weight really been given to the 
effects of these weeks of widespread industrial paralysis ? The power shutdown 
was serious enough, but only for some firms was the licence to switch on a 
signal to resume work : in Lancashire, for example, 60 per cent. of the closed 
spinning mills were stopped for lack of coal, and the hard fuel allocations 
for those that do resume are very meagre. But even if the initial fuel difficulties 
of industry’s restart are quickly overcome—which is a large assumption— 
dare it be assumed that the repercussions of stoppage and slow working and 
of unfamiliar and probably costly night working will not be felt for many 
months? Production was severely out of balance even before February's 


* Further tables from, or based on, the White Paper (Cmd. 7046) are given on pages 211-12. 
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crisis. From all sides there were, even then, reports of large accumulations 
of undeliverable goods—-goods in process which could not be finished for lack 
of some trivial scarce component or goods completed which could not be 
despatched for lack of packing material or containers. Assembly lines which 
deliver goods that accumulate at the point of delivery must slow down and 
stop. Is it conceivable that this lack of balance in the flow of components 
and materials will not be greater now and in the coming months than it was 
two months ago ? 

Such dislocations are bound to be felt over the whole field of industry, 
whether or not it stopped last month. What are they likely to mean for 
exports, which in essential goods will willy-nilly be a residual element ? 
Obviously, the first quarter’s total will be heavily down by comparison with the 
last quarter of 1946. Is it possible that the setback can be made good in the 
second quarter? That, surely, is the best that could be hoped for. Even so, 

BRITAIN’S BALANCE OF PAYMENTS 
N.B.—Both tmports and exports ave shown f.o.b. 





fmn. 
1935 1946* 1947 
Payments— 
For imports ba 826 1,100 1,450 
Net overseas Gove rmment expenditure sa 13 300 175 
839 1,400 1,625 
Receipts— 
From exports ; 533 goo 1,200 
From interest, profits and dividends § . 175 60) 5 
From other sources (net) a ee 61 — 10f 7. 
769 g50 1,275 
Deficit .. aii ie gi aa is 70 450 350 





* Provisional estimates. 
§ Excluding oil, shipping, insurance. 


to achieve the year’s target, the groups to which the Government looks for 
expansion—engineering, vehicles, chemicals and miscellaneous—would need to 
achieve and sustain through the second half of the year a level some 80 per cent. 
above that of 1946 and more than double their 1938 volume. 

But, even though exports do achieve their target, the rate of exhaustion 
of the dollar credits will rise dangerously in 1947. The White Paper gives no 
estimate, but says simply that the dollar drain will be ‘“ much larger’ than 
the £350 millions overall deficit. If through the year the Western Hemisphere 
provided the same proportion of our imports as now (42 per cent.) and absorbed 
the same proportion (14 per cent.) of exports, the visible deficit would be some 
£440 millions, to which must be added the deficit with other hard currency 
countries—chiefly Sweden, Switzerland and Portugal. The dollar portion of 
Britain’s invisible commitments (principally Governmental payments, esti- 
mated at £175 millions this year, compared with £300 millions last) may, 
perhaps, be rather more than offset by invisible dollar earnings. The impending 
freeing of the sterling proceeds of current business, however, will create a large 
and imponderable dollar liability. Mr. Dalton recently disclosed that since 
the end of hostilities the overseas sterling balances have risen by £69 millions— 
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the resultant of aggregate increases of {98 millions and aggregate decreases of 
{149 millions in the balances of sterling area countries and of aggregate 
increases of {201 millions and aggregate decreases of £81 millions for non- 
sterling countries. If, therefore, sterling had been convertible throughout this 
period, and if the creditor countries had been unwilling to hold it, the resultant 
dollar drain would have been no less than £299 millions. Even after this crisis 
Britain will certainly still find sellers willing to accept and hold sterling, but 
it is evident that demands for its conversion into dollars will impose a sub- 
stantial strain. Altogether the country will be fortunate if the dollar borrowings 
of 1947 do not absorb almost half the £955 millions which remained of the US. 
and Canadian credits at end-1946. Allowing for some improvement during 
1948, that would mean that the credits would approach exhaustion in the first 
half of 1949. 

Yet, as the White Paper points out, “the credits must last not only 
until we have ourselves established a stable balance of payments and are 
exporting as much as we import; they must last until this special dollar 
problem is also solved. No one can predict how long this will be ’’. Dare we 
assume, then, that it will happen during 1949? And is the 1947 import 
programme realistic in the circumstances ? The Government declares that it 
would be unsafe to borrow more than £350 millions met; on this basis the 
export target is tailored to match the preconceived import programme. But 
is that programme really so untouchable ? Obviously, the Government is 
right in saying that it would be “ unwise to create further shortages [of essential 
foodstuffs and materials] by stringent import restrictions’’. To spend the 
dollars wisely now on first essentials may, in fact, be good husbandry. But 
‘our imports of food devoid the basic level (our italics), tobacco, petrol and 
consumers’ goods are determined by what we can afford’. Afford? Can 
we really afford £103 millions on tobacco, consumers’ goods and films without 
counting the “ above-basic ’’ food and whatever part of the petrol can be classed 
as non-essential ? Are our priorities really in focus when at the same time 
we budget for only {60 millions of machinery, equipment and ships—even 
granted that some of these imports are limited by physical shortage ? 

The really frightening aspect of the White Paper, indeed, lies not in the 
grim facts it sets forth—for the grimness was already apparent—but in what 
it fails to set forth. It isa document almost devoid of policy. It is an admirably 
graphic picture, a cogent brief, almost every sentence of which in effect cries 
out for bold decisions. Yet there are no decisions—or, rather, there is a decision 
not to take them. The Government is determined, so it says, to put first 
things first, otherwise ‘“‘ we may never restore the foundations of our national 
life’. Could there be a graver warning ? Obviously, the process of closing 
the gap between resources and needs must not be left to chance, for then 
‘‘ some vital requirements are sure to be squeezed out by the less essential ”. 
{n that event, the targets set forth, which are categorical imperatives if 
Britain is to remain a major power and regain the standard of life to which her 
people have been accustomed, cannot be realized. Yet the Government 
confesses that it has no real substitute for chance except to exhort industrialists 
and workers and consumers to rise up and carry through the plan. It declares 
that a democratic government in peace-time cannot direct labour, that the 
other controls at its disposal ‘‘ cannot by themselves bring about very rapid 
changes or make very fine adjustments’’, that “the task of directing an 
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economic system as large and complex as ours is far beyond the power of 
any Government machine working by itself, no matter how efficient it may 
be ” 

Yet, having thus declared its impotence to carry through the indispensable 
programme by overall physical controls and direction, it moves hardly at all 
towards the only other kind of “‘ planning ”’, the free planning of the market- 
place under the all-pervading influence of monetary and fiscal policy and 
economic incentives. On wage incentives, hardly anything is added to the 
reticent document issued six weeks ago; fiscal and budgetary policies are 
dismissed in a couple of sentences ; and nothing at all is said about monetary 
policy, despite a reference to the dangers of excess purchasing power. 

There is in all this a huge incongruity, a yawning gap, which results from 
a frightened and frightening reluctance to follow the arguments to their bitter 
conclusion. One widely supported conclusion is that, if indeed the economy 
cannot be “‘directed’’, it must be compressed into the mould in the time- 
honoured way—by monetary deflation. The argument is logical, but it would 
be unwise to assume that such a policy could suffice by itself. The measure 
of its importance is the extent of damage which inflation has done and is doing. 
The excess flow of incomes—the £7,000 millions chasing £6,000 millions of 
goods—produced by budgetary deficits and under-production, and the excess 
of money produced by the cheaper money drive, have certainly aggravated 
the lack of balance in the economy (as, indeed, THE BANKER pointed out last 
month), but they surely have not been primarily responsible for it. The 
transition has not been mainly a /aissez-fatre process, with consumer demand as 
sovereign controller. 

Almost everyone approved the post-war tax reductions as a reasonable 
gamble on incentive. But if instead there had been tax increases affecting the 
mass consumer, would the demand for scarce resources have been significantly 
less ? Production of clothes, pots and pans, domestic pottery, carpets, 
furniture, linen, curtains, and a host of other essential articles which in sum 
absorb a large part of the man-power and resources devoted to consumption, 
would not have been any the less (unless through the dis-incentive effects of 
penal taxation), so there would have been no easing in man-power, and these 
essentials would have disappeared just as quickly from the shops. People with 
accumulated war savings or war gratuities who are setting up home again will 
not refrain from buying such goods merely because their current margins are 
reduced—unless they see unemployment staring them in the face. Smaller 
margins might have meant some reduction in domestic consumption of 
electricity this winter, of beer and tobacco, and less travel, and certainly 
less demand for the domestic gadgets which the metal industries have been 
turning out in such profusion. But the savings in man-power would clearly have 
been limited. On the supply side, it may be noted, cinemas, dog-racing and 
the like are fairly modest users of real resources. In the “ investment ” 
sphere, non-essential outlays have probably not been large (for physical control 
and shortages have been potent factors here), but if interest rates had not been 
arbitrarily reduced, such outlays might have been smaller still. Probably 
no industrialist who saw the chance of getting materials would have been 
deterred (for non-essential activity reaps high rewards); but there would 
have been some effect on the demand side—smaller capital profits from stock 
markets, for example, would have meant less black market building. 
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Obviously, the savings that might now be reaped from tighter monetary 
control are worth having. But it would be unwise to expect it to solve the 
whole problem of unbalanced production, or even a large part of it. Budgetary 
deflation, by pruning incomes down towards the amount of the available goods, 
would at some points be a blunt weapon unless supported by such a monetary 
policy as would impose really heavy penalties on dis-saving. To abandon the 
cheaper money policy is the only sane course, but should we react so far as 
to allow interest rates to rise to penal levels? The truth seems to be that 
monetary policy, while affording a valuable support, could not play a decisive 
part in forcing workers into the necessary channels, or at least could not do so 
rapidly, unless it were able to work in an almost free economy, and then only 
with so large a defiation as would provoke substantial unemployment. 

If a deflationary monetary policy could not rapidly correct the lack of 
balance, it might be questioned even now whether fiscal incentives might 
not be more valuable than inflation is harmful. But it is rather uncertain 
whether the illusory incentive which comes from more money without more 
goods is so potent as it once was. The balance of advantage probably lies, not 
in positive budgetary deflation—in the sense of budgeting for a surplus— 
but in working to a balanced budget and combining this with a stabilization 
of interest rates. Such a budget should still be, so far as possible, an incentive 
budget, aiming at reductions in direct taxation and steep “ directional ” 
increases in indirect taxation. If the plan-—--discussed in a later contributed 
article—for gradual reduction of the cost-of-living subsidies could be 
implemented simultaneously, the incentive reductions could be made to look 
quite large without additional budgetary cost. 

But a plan of this kind would still leave the ultimate question unanswered. 
It would still be questionable whether even the most realistic and highly 
discriminating budget would suffice to fill the gap in the Government's physical 
controls. Obviously, those controls could be stiffened at many points without 
infringing the democratic principles which the Government emphasizes. But 
its attitude to the import programme, its refusal to tackle tobacco rationing, 
its determination not to think twice about the school-leaving age, its assent to 
the five-day week in coal are all signs that it is too timid and too undivided to 
take the firm measures which plainly are imperative. Is a firm budget, then, 
very likely, and, if the Government has the courage to impose it, would not 
other firm measures be even better ? If the issue can be separated from party 
and T.U.C. politics, and reduced to what people will stand in an emergency, 
is it really so clear that a considerable degree of direction of labour—w hich is 
the plainest need of all—is insupportable ? To attempt it would not mean 
that the whole theory of democratic planning falls to the ground, because the 
fact that direction is needed now, in this grotesque condition of post-war 
disequilibrium, is no proof at all that it would be equally indispensable for a 
planned economy ten years hence. The choice now is not between direction 
on the one hand and voluntary effort plus monetary contro! on the other. 
It is between concealed direction—with all the supports that irnport licensing, 
fuel allocation and the like can give—and more comprehensive and overt 
direction. It is far from certain that the problem can be solved without the 
latter variety ; but a change of monetary policy would certainly help to 
avert it. 
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Future of Cost-of-Living Subsidies 
By Edward Charles 


HEN Sir Waldron Smithers suggested recently that the money spent on 
W cost-of-iving subsidies would be better left “‘ to fructify in the pockets of 

the people’ he gave Mr. Dalton an opening such as that redoubtable 
Parliamentarian most loves and seldom misses. For even if the subsidy is 
regarded as being paid for out of taxes, and not from the “ marginal ’’ deficit, 
it is but a transfer from one set of pockets to another. The question is, in 
whose pockets will it fructify best, and are its germinating qualities lost in the 
process of transfer ? 
' The subsidies were, of course, in origin a temporary measure. Introduced 
in 1940 to offset the rise in the cost of living resulting from increased costs of 
every kind, they were so effective that the food price index, which in that 
year averaged 119 (September 1, 1939 = 100) is still no more than 122. The 
relative stability of the cost-of-living index has certainly been a major factor 
in limiting the spiral of increasing wages and prices. But the cost of the sub- 
sidies, at nearly £400 millions a year, has doubled during the last two years 
(partly owing to the suspension of Lend-Lease), and it is clear enough that the 
prices of subsidized goods are well out of line with the general trend of the 
economy. Wholesale prices are about 175 per cent. of 1939 and hourly wage 
rates, which are probably most relevant in this context, about 170 per cent. 

Not all these subsidies can really be considered cost-of-living subsidies, nor 
do the figures include all subsidies which effectively hold down the cost of 
living. The most obvious example of the omitted subsidies is to be found in 
those for housing, without which the cost of new accommodation must have 
become quite disproportionate to the controlled level of rents. On the other 
hand, a substantial part of the so-called cost-of-living subsidies ought un- 
doubtedly to be considered rather as a subsidy to agriculture. Some of the 
subsidies serve a dual function—to enable agriculture to pay higher rewards, 
and to enable it, though paying them, to sell food more cheaply. To determine 
which payment serves which purpose is not really possible. 

This difficulty is particularly severe in times of actual shortage, when there 
is no real choice between importing food and producing it at home. But even 
when the world food shortage has been overcome, and Britain is able freely to 
import such quantities of food and feeding-stuffs as her exchange resources 
permit, it is certain that British agriculture will require some financial assis- 
tance. A subsidy to enable British farmers to sell wheat in competition with 
imports is pretty clearly an agricultural subsidy. A subsidy on liquid milk 
will retain a dual character, though a juggler with elasticities of demand and 
supply might claim to analyse it into its component parts. For the present 
purpose it is sufficient to conclude that subsidies of this character will be 
tetained, unless there is a reversal of the present trend against the protection 
of foodstuff production by tariffs. And that seems unlikely. 

The retail prices of staple foodstuffs might, of course, be pegged at present 
levels as a permanent feature of the British economy. Since the consumption 
of these commodities per head does not vary very greatly—and may indeed be 
largest among the lower income groups—such a policy would have obvious 
attractions as an element in any programme for social equality. The removal 
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of the peg, on the other hand, would be quite a serious blow to those living on 
small incomes, and would undoubtedly call for some upward adjustments of 
such of them as can be varied. 

But there are strong objections to the retention of the peg. Subsidies on 
milk, eggs, meat, butter and cheese, vegetables and fruits, might all be justified 
in the light of modern ideas on nutrition. Many of these, too, are commodities 
of which a greater part might advantageously be produced at home. But 
cereals, sugar, tea, potatoes ? Do we want to encourage the consumption of 
these things—-and the importation of the first three ? If there is to be re- 
distribution of income, surely there are better ways of achieving it, notably by 
larger family allowances , 

“One need not be a die- hard opponent of controls to feel that sometime the 
peg must be taken out of the cost-of-living index. A price structure of violent 
contrasts between the controlled and uncontrolled sectors creates all sorts of 
embarrassments, distortions and malpractices. Subsidised bread is fed to 
poultry. Luxury trades can pay higher wages than the staples. Calculations 
of comparative cost lose their meaning. Controlled goods tend to be diverted 
to the uncontrolled sector, and an elaborate bureaucratic structure maintained 
to prevent this is only partially successful. The official necessarily takes a 
bird’s-eye view ; subsidies, encouragements and prohibitions alike may over- 
look small enterprises or minor commodities which ought, in principle, to be 
included in their purview. 

This is by no means to say that in present abnormal conditions controls are 
undesirable, or to enter at all into the current controversy on their extent or 
their administration. It is not to argue for the ultimate removal of all controls. 
But it is to suggest that, as shortages are overcome and reconversion proceeds 
towards a new pattern of British production, the price system should resume 
part at least of its old function of guiding and stimulating the business man 
and the worker. It would no longer be the sole directing power ; but it can 
help, and not hinder, the planner. Controls will be the more effective, the less 
the temptation to evade them—-the less, in this context, the “ natural” 
price system is distorted. 

If these views are sound, the objective would be to bring “ cost-of-living ”’ 
prices in general into line with the whole structure of wages and costs which 
itself would undergo some further modification in the process. A deliberate 
policy of subsidies would be retained, directed to those forms of consumption 
which it is particularly desirable to encourage. Such subsidies could be sub- 
sumed under acceptable heads of policy—nutrition policy, agricultural policy, 
housing policy, population policy, social security policy. 

But the aim would be to achieve a long-term equilibrium. The removal— 
or, rather, the raising—of the cost-of- living “peg ”’ would bring in its train a 
host of income adjustments which, it might be argued, are more easily made 
while the economy is in its present fluid condition than when it has settled down 
in three or four years’ time. But it would be a great pity to allow these adjust- 
ments to be based simply on the special circumstances of the moment, which 
are not expected to be permanent. Cereals, sugar, vegetable oils, tea, cotton, 
wood-pulp, are only a tow instances of commodity markets which are at present 
in a highly abnormal condition. The best experts would be sure to go astray 
in predicting, in any particular case, either the date or the level at which 
‘normalcy ’’ might again obtain. But it ought to be possible to take a view 
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of the index figure which should be reached by the food and clothing section 
of the cost-of-living index in relation to the general level of wages. The 
particular prices at which it was decided to peg, or roughly stabilize, particular 
commodities, and the corresponding temporary subsidies, would be more 
arbitrary, but as some fell below the anticipated figures, others could be allowed 
to rise above them. The results would still be arbitrary and distorting, but 
much less so than now. 

At the present time the over-riding requirement of this country’s economy is 
greater and more “ balanced” production. A reduction in the cost-of-living 
subsidies could be contemplated during the next twelve months or so only if 
such a change could contribute to this objective. And it could not in any case 
be attempted without the most careful and thorough explanation and prepara- 
tion of mass opinion, otherwise it would certainly cause an increase of in- 
dustrial unrest and start a vicious spiral of wage-and-cost inflation. But there 
is, in fact, one possible way of reducing the subsidies, and thus of minimizing 
the distortion of commodity markets, without reducing the real net income 
of most consumers and without, therefore, providing any logical excuse for 
demands for wage increases. 

The only possibility, clearly, would be a synchronized programme of 
subsidy-and-tax reduction. The obviously appropriate taxes to reduce, in 
theory, would be the indirect taxes—beer, entertainment and purchase-tax. 
But the weight of current opinion is that the income-tax is more unpopular 
and a much more severe brake on production. It discourages the business 
man’s enterprise and the workman’s effort. If that is so, the Chancellor would 
no doubt concentrate on income-tax, and probably on P.A.Y.E. Whether by 
increased personal or earned income allowances, the number of small tax- 
payers could be further reduced. Such changes would be of value in themselves 
as encouraging initiative and production, while providing a reasonably wide- 
spread offset to the increased cost of living. It would be most important to 
avoid the suggestion that these changes, taken all in all, benefited the “ upper 
third ’’ at the expense of lower income groups. 

Of course, the Chancellor would have at his disposal far less than the three 
shillings in the pound on the standard rate to which, according to his latest 
Parliamentary answer, the present subsidies correspond. A very substantial 
mass of subsidies would remain to be paid. There would have to be increases 
in public assistance and all supplementary pensions and similar rates based 
on needs. Increases in children’s allowances and some of the smaller pensions 
and unemployment benefit might be advisable. But so far as the effects of 
subsidy-reduction were concerned (any relaxation of other price controls would 
be a different matter) the Chancellor would thereby do no more than give the 
recipients back with one hand what he had ceased to give them with the other. 
Any margin for tax reduction which he had available before deciding to reduce 
the subsidies would still be available. 

Obviously, it would be important to avoid the full automatic increase in the 
wages of the six million or so workers who are on sliding scales determined by 
the cost-of-living index, and no subsidy revision dare be attempted unless this 
difficulty had been resolved in advance. But if the trade unions could be 
persuaded to view the problem objectively, and to realize that these workers 
would be sharing the tax reductions and other benefits enjoyed by all workers, 
it should not be entirely impossible to secure an amicable arrangement. The 
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necessary negotiations might be smoothed if the Government could first 
complete the revision of the present cost-of-living index, which is admittedly 
quite unrepresentative, in the family “ budget ’’ on which it is based, of many 
of the items on which a modern working-class family spends its income. 
Whether such a revision would be welcomed would doubtless depend upon 
whether further changes in the cost of living were expected to be upwards or 
downwards. In the former case the workers would gain ; in the latter, they 
would doubtless argue that they had been deprived of wage increases in times 
of rising prices and yet were to be subject to reductions in times of falling 
prices. There is no doubt that all these matters would have to be thoroughly 
discussed in advance with the unions. So, too, would the question of wage 
increases in some of the lowest paid occupations ; but these are bound to come 
up for discussion in any case in the near future. 

The time which must elapse, with the present P.A.Y.E. system, between 
the announcement of tax changes and their implementation, would be a most 
fortunate circumstance in this context. The subsidy changes and the tax 
changes would be announced together and take effect together. This would 
leave an interval of some six months for negotiations to take place, in full 
publicity, about all the consequent adjustments, and for public opinion to 
accustom itself to the new situation. Particularly if, as would be likely, the 
Chancellor were in any case in a position to reduce taxes, so that the tax re- 
ductions would substantially outweigh the price increases, the success of the 
operation should be assured. 

There might indeed be considerable attractions in postponing such changes 
until world prices had become more settled and the present inflationary pressure 
of unsatisfied demand had somewhat relaxed. As against this stands the ad- 
vantage of getting as many changes as possible over at a time, of releasing the 
pressure on some of the controls, and of reducing income-tax and particularly 
the incidence of P.A.Y.E. What does seem fairly clear is that there is no 
middle way between a large-scale planned operation such as is here suggested 
and carrying on the present subsidies. To allow a gradual rise in the cost-of- 
living index would be to get the worst of both worlds. 

Moreover, the possibility of a planned operation would not be ruled out 
even if, in the altered climate of opinion resulting from the coal crisis and the 
1947 Economic Survey, it were considered necessary to pursue a deflationary 
—or at least a counter-inflationary—budget policy. Indeed, given such a 
policy, an attack on the subsidies might afford the one substantial means of 
providing psychological incentives by selective reductions in direct taxation. 
Within the framework of a deflationary budget, a reduction in subsidies could 
still be conceived as a separate operation, making possible tax reductions 
which the general budget policy would otherwise render impossible. Obviously, 
an overriding condition in these circumstances, as in those considered earlier, 
would be an absolute assurance that cost-of-living increases would no longer 
be treated as an automatic justification for wage increases. Finally, a 
subsidies plan on these lines would be strictly in harmony with a policy 
designed to impose a greater measure of discipline by monetary and fiscal 
measures. The greater the reliance on such a policy, the more desirable it is 
not to neglect any possibility, such as a revision of the subsidies would afford, 
of increasing the effectiveness of the price mechanism. 
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The Changing Discount Market* 


I—Landmarks in Lombard Street 


HE year 1946, it can safely be said, will long be an outstanding date in 
T ite annals of the London discount market. Lombard Street can claim 

few historical landmarks, but this one, though less spectacular, ranks in 
importance with that occasion eighty years before, when the first and largest 
of all discount houses fell with a mighty crash—and broke into little pieces 
which became the nuclei of half a dozen new discount houses. That was at a 
time when nearly all financial landmarks were hewn in an atmosphere of crisis, 
and that particular crisis centred in the collapse of Overend, Gurney and Co., 
producing changes in Lombard Street which moulded its modern shape. This 
new landmark of 1946 is first a record of expansion—-the most rapid expansion 
of the market’s resources in all its long history. But it is also a record of 
something more important still. Although the whole mechanism of Lombard 
Street has been enlarged, the purpose of this inflow of capital is to expand, 
not the discount mechanism, but the new mechanism in the short bond market 
which the discount houses have grafted on to their traditional bill-dealing 
apparatus. Lombard Street, which in the pre-war decade often found cause 
to wonder whether it was doomed to eventual extinction, has during the war 
acquired a new and important function, the function of making and smoothing 
the market in a huge block of short-term Government securities. The capital 
issues by the discount market in these past twelve months or so set the post- 
war seal—and, incidentally, the seal of a Socialist Chancellor—upon this 
evolution. The discount houses—doubtless they will ever be so called— 
may find worries enough in their new business in a phase of post-war transition 
and near-crisis, but they are relieved at last of gnawing doubts about their 
importance in the financial scheme of things. 

How has the market come to this new réle, and how does it align with those 
traditional functions which, almost till yesterday, were generally regarded as its 
raison d’étre? Jt is worth exploring these questions before passing, in a 
subsequent article, to the recent changes and growth. Until the early years 
of the war Lombard Street was everywhere appraised as a discount market. 
In the City, in Whitehall, in the Universities, expert opinion was almost 
wianimous in thinking that, unless the market could function primarily as a 
bill-dealing mechanism, it could hardly expect to remain as a permanent part 
of the financial structure—not, at least, without drastic contraction. It is 
true that, in the market itself, there were some who never gave way to 
pessimism, who held that an organism whose functions had changed so greatly 
and so often in its hundred and fifty years of life was bound always to develop 
a useful function as former opportunities receded. But even these confident 
prophets could see little future in bill-dealing. 

On the eve of the Kaiser’s war the market’s business was still in essence 
the business of Thomas Richardson in 1810, of the Alexanders in the twenties, 





* Some of the material embodied in these articles was collected by the author during the war at the 
request of the National Institute of Economic and Social Research, by whose permission it is presented 
first in these columns. Copyright is therefore strictly reserved, except for reasonable quotation with 
suitable acknowledgment. 
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of Samuel Gurney in the forties and fifties, and Christopher Nugent and 
Raoul Foa in the nineties. Richardson did not run a book, and Gurney, unlike 
Nugent and Foa, dealt mainly in domestic paper, but all were engaged in 
mobilizing the most liquid resources of the banks to finance the movement 
of goods by the discounting of commercial bills of exchange. Almost the 
whole duty of a bill-broker in those days was to know the repute of traders 
and borrowers, to detect over-trading, to distinguish between good bills and 
bad bills—especially between mere financial ‘“ kites’’ and genuinely self- 
liquidating transactions—and to ensure that only good bills passed through 
the market to the banks or served as collateral for the market's borrowings 
after it began to run a portfolio of its own. By 1913 there was still no per- 
ceptible dilution—-pollution would have been the word then used—-of Lombard 
Street’s business by the financing of Governmental needs. The Chancellor's 
borrowings on Treasury bills, though known for more than thirty years, had 
never surpassed {5 millions in any one issue or £37 millions in total, and at 
mid-1914 only {9 millions of tender bills were still outstanding. Two years 
later war finance had multiplied this total a hundredfold, but had dried up 
the sources of commercial bills. Lombard Street emerged from the war with 
a portfolio dominated by Treasury paper, and only a moderate residue of its 
traditional business. 

During the twenties successive funding operations reduced the supply of 
Treasury bills, while the volume of bills for the finance of international trade, 
especially bank acceptances, steadily grew. At the height of the 1929 boom 
the total of commercial bills outstanding was generally put at about £300 to 
£325 millions—-still below its 1913 level—but even then commercial paper 
accounted for less than three-fifths of the portfolios of the clearing banks, 
and there is no reason to suppose that the bill market’s proportion was any 
larger. The collapse of international trade in the early thirties destroyed 
some three-quarters of this commercial business, and the disciplined recovery 
of the later thirties forced trade through the bilateral channels of economic 
nationalism which rarely gave rise to discountable bills. Other changes, too, 
were striking at the roots of the classic instrument of nineteenth century 
banking. The growth of large business units and of combines with branches, 
subsidiaries or agencies throughout their spheres of trade; the increased 
speed of transport ; the convenience of the bank overdraft ; the development 
of credits operated by telegraphic transfer or sight draft—all these develop- 
ments were tending to supplant the traditional “ usance ”’ bill. Moreover, much 
of the commercial paper that reached the market in the twenties represented, 
not self-liquidating paper, but “‘ clean ’’ bills drawn under the non-documentary 
acceptance credits by which German and Central European industry was 
widely financed until the collapse of 1931. 

The discount market through the thirties remained primarily a discount 
mechanism only because the Treasury bill had become an indispensable 
instrument of Government finance. But Treasury bill dealing was—and is— 
a largely mechanical business, and needed none of that keen judgment and 
expert knowledge which provided the original reason and justification for the 
intervention of Lombard Street intermediaries between borrowers and banks. 
Worse still, it became an unprofitable business. In gold standard days, the 
market could count upon a running profit margin because the rates at which it 
borrowed were ordinarily around 1 per cent. below Bank rate, whereas discount 
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rates—the rates at which it lent—generally kept fairly close to Bank rate and 
rarely dipped below it by as much as } per cent. In the early thirties this 
running profit was rapidly converted into a substantial running loss. Cheap 
and plentiful money combined with falling demands for credit to produce acute 
competition for bills and a steep fall in discount rates, yet the clearing banks 
held fast to their rule of not lending at a lower rate than I per cent. below Bank 
rate. The market at times could not earn more than % per cent. gross from 
fresh purchases of three months bills, and yet paid 1 per cent. to the clearing 
banks for day-to-day loans. 

Despite the substantial supply of Treasury bills, the discount houses were 
obliged to turn elsewhere for their livelihood. Some of them had always 
carried part of their own capital resources in gilt-edged investments, but in 


TABLE I—" BIG THREE” INVESTMENTS* 


ALEXANDERS NATIONAL UNION Torta. 

% of of % of % of 
At Dec. 31 {mn. B/S§ £mn. B'SS {mn. B/S8 émn. B/S§ 
3919-32 é< _ 15.1 — 8.7 — 14.6 — 12.5 
1931 §.27 20.0 2.5 8.8 6.0 15.6 13.6 14.3 
1932 5.3 18.2 3.5 1.9 11.6 20.7 20.2 17.8 
1933 cs + 2s 37.6 6.5 19.7 11.8 19.9 28.5 23.9 
1934 <6 es 32.6 51.2 8.7 26.3 14.2 25.3 35-5 31.2 
1935 J is “2828 52.3 3.7 25.3 16.2 25.60 37.8 31.0 
1936 Hs -< See 44 oe 28.38 16.1 26.2 40.8 31.2 
1937 wa oo ge 48.2 12.4 31.0 9.5 15.58 36.0 7 ew 
1938 als re 9.8 29.0 5.2 11.9 6.3 &.2 21.2 15.9 
1939 Pe or 5.8 17.4 5.7 [2.3 6.5 g.1 18.0 11.9 
1940 ka <. 28 34.1 18.6 35.4 19.4 28.4 51.6 32.0 
1941 a ~ £2 42.8 15.2 28.4 21.9 27.8 55-3 31.5 
1942 sid -» 3.8 38.5 14.8 22.6 19.3 18.7 53-9 44.5 
1943 ea soe 37.0 18.9 25.0 23.8 19.9 63.4 25.3 
1944 oe oo 23.5 33.3 21.2 24.9 25.4 17.6 70.0 23.5 
1945 ce oe 288.9 26.5 15.6 i. 690.5¢t 46.3 103.8 33.3 
1946 23.0 23.5 15.6 13.¢ 56.6¢ 26.6 95.2 $6.3 


° Excluding pan dated bonds, etc., except in 1931 for Alexanders, and 1945 and 1946 for 
Union Discount Co. 

§ Percentage of ‘‘ net ’’ balance shect total ; i.e., excluding re-discounts from bills discounted. 

¢ All investments, i.e., including short-dated maturities, etc. 
1932 they began to finance a modest gilt-edged portfolio on borrowed money. 
The medium-dated issues by which Treasury bills had been funded in the 
twenties were becoming short enough for such purposes, and operations in 
them offered chances of attractive capital profits as well as running margins 
in the rising market which the cheap money policy had produced. But this 
business, like the similar operations which had been known in the early 
twenties, was at first an informal, almost clandestine, affair. Officially, the 
clearing banks, and some outside banks too, would lend only against bills, 
but unofficially they bowed to the inevitable by allowing the discount houses 
to “ mix ’’ a modest proportion of bonds in their bill parcels. This, however, 
was an unsatisfactory expedient, and, although the larger houses were making 
substantial profits, the very limited bond business which was open to some of 
- smaller firms was quite insufficient to make continued operation worth 

ile. 

It was evident that the system could not sustain the larger number of 

discount houses which had emerged from the early post-war years of easy 
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profits from Treasury bills and bonds. Four firms had been started in 1922-25,* 
bringing the number of discount houses-—excluding running brokers—up to 
twenty-four, too large a number for the meagre business which seemed in 
prospect in the early thirties. In 1933 the reverse process began, with two 
retirements (Lyon & Tucker, and Baker, Duncombe & Co.—both dating 
from 1866) and one merger (King & Foa with White & Shaxson, to form 
King & Shaxson). 

These changes, and the threat of still further contraction, brought matters 
to a head. Everyone recognized the value of the market’s traditional bill- 
dealing functions, and nobody—least of all the Governor of the Bank of 
England—was prepared to base policy upon the assumption that the com- 
mercial bill would never be resuscitated. The bankers, from Lord Norman 
townwards, continued, in his phrase, to hope for the “ miracle” of such a 
resuscitation. But they recognized also a more practical reason for preventing 
permanent damage to the distinctive mechanism of Lombard Street. The 
tradition of a century inhibited the London banks from direct borrowing 
from the Bank of England and made an inter-bank call loan market, such 
s exists in other centres, quite unthinkable. Given these conventions, a 
separate call loan market formed by the borrowings of intermediary dealers 
who had recourse to the central bank was indis pensable both for the liquidity 
f the commercial banks and the smooth functioning of central banking control. 
Moreover, everyone in London believed (as most do still) that, whether or 
not the conventions were sound in themselves, the specialized market they have 
produce d was superior in efficiency to the direct system which operated 
elsewhere. And there was no doubt at all that a specialized market deriving 
from Lombard Street operations was greatity to be preferred to a call loan 
market anchored to the stock market and subject to all the gusts of stock 
exchange speculation. 

After a few abortive attempts to restrain, by gentlemen's agreements, 

cut-throat inter-bank co mpe tition for bills (in the hope of thereby raising 
bill rates above money rates), the banks saw that there was only one way to 
tsure a livelihood for Lombard Street. In November, 1934, they r not only 

duced | their minimum rate for loans against bills (from 1 per cent. to $ per 
cent.), but for the first time regularized market bond-dealing by quoting a 
separate rate (1 per cent.) for loans against bonds. The system was buttressed 
in early 1935 by a further agreement between the banks not to buy or tender 
for bills at any rate below their money rate and, later, not to tender at all 
or to buy any Treasury bill until at least seven days of its life had expired. 
lombard Street, too, devised its own supplementary precautions against 
excessive competition for Treasury bills—thus arose the system of syndicated 
tenders and quotas and certain other devices to restrain the nimble stags. 
By these arrangements, which in all their essentials operate still in 1947, 
the market’s running sore of unprofitable bill-dealing was dried up and most 
houses were assured of a chance to support themselves by bond-dealing. 

But this change, though it paved the way for the modern developments, 
did not result from any decision in principle to reckon bond-dealing as a 
permanent and integral Pp urt of L ombard Street operations. it was a decision 





* Seccombe, M exes all & Campion (1922), Jeanel, Toyabes & Co. (1922), Brockle dank Hoare 
« Brown (1924) and Fairfax & Co. (1925). 
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of sheer expediency, the issue of principle being tacitly shelved in the hope 
that eventual revival of the commercial bill (or perhaps the end of cheap 
money, which might have made even Treasury bill dealing again profitable) 
would solve the problem automatically. But the problem remained, as some 
of the smaller houses had good reason to know when gilt-edged prices passed 
their peak. How would the market fare if the gilt-edged tre nd turned down- 
wards, or if the supply of short-dated bonds dried up, as it threatened to do ? 
Market bond-dealing then served no functional purpose, but was merely a 
means of subsidizing bill-dealing which, though profitless, was Rona: Ae 
because it ensured a flexible short loan market. A subsidy system of this 
kind was surely unthinkable if an insufficiency of short bonds began to drive 
the market into longer dates ; but ought the Treasury to plan its borrowings 
in the interests of the discount market ? 


TABLE II—MARKET TURNOVER OF TREASURY BILLS* 


Total Syndicate Allotment Syndicate 
Allotted Actual Proportion Weekly Average 
{mn, {mn. % £{mn. 
1938/39§ 455 267 37 13 
1939 -- IV er 395 , 51 30 
1940. 3182 1282 40 25 
194r.. 3745 1155 - 22 
1942... 3900 1406 3 27 
A - 4495 1507 34 29 
1944 -. e. 1170 ) 323.1} 27.6) 25) 
1400 508.6 z 30.3 39 
Ill 1430 (947° 519.2 1826. 5 36.3 b33. 4 40 35 
IV 1470 473-54 32.4 4 37 
1945 -- R. 1430 444.2 31.1 34 
1620 566.2 (. -. 35.0 43 " 
Ill 1690 (5 582.3 2465.1 34.5 [97° . 45 (47 
IV 1820 872.4 47-9 67 
1946 .. R. 1760 a 47-4 64 
1930 | 2 59.0 . 44. 66 
IIL robo P78 73.9 p 3454 4 6p at: ’ 60 7 
IV 2150) 985.4) 45.8) 76 J 


* Estimates since 1939 based on assumption that market tenders just cover total offered ; 
this basis somewhat under-estimates the allotments, notably in 1946, when the error probably 
approached 5 per cent. Periods relate to dates of tenders, not of payments, for bills. The first of 
each pair of columns gives quarterly figures, the second gives annual. 

§ Quarterly average of twelve months to August 25, 1939. 


These were the doubts and fears which worried many brokers through the 
later thirties, even at times when their profits mounted. Obviously, the 
future of the market was still in question. The authorities, for their part, 
carefully refrained from committing themselves on the ultimate issue. They 
countenanced bond- -dealing without sanctioning it, and repeatedly made it 
plain that if the market was thus to support itself its duty was to consolidate 
into strong units with larger capital resources than had been deemed necessary 
for bill- -dealing alone, and eventually with a minimum capital of £500,000 
per firm. The big houses did, indeed, increase their capital, but for the smaller 
firms the only way, short of retirement, was to join forces when opportunity 
arose. In 1936-38 two more firms chose retirement,* while the substantial 
Reeves, Whitburn and Co. was absorbed by the National Discount Co., 
reducing the number of houses to eighteen. 





* Henry Sherwood & Co. (1936) and William P. Bonbright & Co. (1938). 
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Such was the unstable equilibrium in Lombard Street on the eve of the war. 
And the war seemed more likely to upset the balance entirely than to restore it. 
The supply of commercial paper, upon which such hopes had been tenuously 
hung, shrank to a mere pittance. More important still, there was a widespread 
fear that the sheer scale of war finance would necessitate a closer centralization 
of the several elements of the money market and especially a closer relationship 
between the joint stock banks and the central bank. There seemed a danger 
that extensive direct dealings between the authorities and the banks might 
break down the conventions of a century, and prepare the way for an inter-bank 
market, thus undermining Lombard Street’s one sure and fundamental 
functional justification. These fears seemed very real in mid-1940, when a 
formal direct system was instituted by means of a new instrument of floating 
debt available only to the banks, the Treasury deposit receipt. Both as a 
special precaution against military emergencies which might compel a drastic 
simplification of the central mechanism, and, in its later development, as a 
means of huge direct borrowings, the new system held an obvious menace for 
the discount market. 

The threat was not, of course, immediate : as Table II shows, the market's 
supply of bills rose steeply at the outset, and continued to rise after T.D.R. 
borrowing began. But, once Bank rate had been restored to 2 per cent., 
carrying bill rates down to a minute fraction over 1 per cent., with clearing 
bank bill money at I per cent. and bond money at I} per cent., the discount 
houses had not even the consolation of pe rceptible profits from their expanding 
bill turnover. They were back to the routine of infinitesimal margins— 
conditions in which the best that could be hoped was that earnings from bills 
would roughly suffice to cover administrative expenses. It is questionable 
whether, during the war, they did even that. A few weeks ago, after a year 
in which the market’s bill turnover was at least six times that of 1938, one 
old-established house reported that its bill business contributed only one-third 
of total expenses—and, naturally, none of the profits. 

In the circumstances, it is hardly surprising that personal difficulties 
arising from the war served to accelerate the process of consolidation in 
Lombard Street. In 1940-41 two more firms withdrew from the market and 
two were absorbed by larger houses. The death of a partner led to a further 
fusion in 1942, and one last retirement occurred in the following year. These 
changes, with a merger planned before the war, but implemented in October, 
1939, reduced the number of firms by seven to eleven in four years.* 

But, in fact, the fortunes of the market had already turned, and its future, 
though few then recognized it, was already assured. Market bond-dealing, 
from being a barely tolerated and socially almost valueless activity, had become 
an important and even indispensable function, encouraged and supported by 
the authorities. And there was a strong probability that Lombard Street’s 
services in this sphere might become even more important in the post-war 
industrial transition. Some of the later mergers were indeed a reflection, not 
of continuing contraction of the market, but of far-sighted perception of the 
structure needed to capitalize these possibilities. 


* t Broc Sehenth & Co., Ltd., retired in r940 and Fairfax & Co., Ltd., ceased bill business in 
1941. Cater & Co., Ltd., merged with Brightwen & Co. in October, 1939, and absorbed Roger 
Cunliffe Sons & Co. in 1941 and Daniell Cazenove & Co. in 1943. Ryder, Parker & Co. merged with 
Jones & Brown in 1940, and Gillett Bros. Discount Co., Ltd., with Hohler & Co. 

















e war. 
tore it. 
uously 
spread 
zation 
onship 
danger 
might 
r-bank 
nental 
yhen a 
oating 
hasa 
drastic 
baa 
ace for 


arket's 
r.D.R. 
cent., 
earing 
scount 
anding 
‘gins— 
m_ bills 
onable 
a year 
8, one 
»-third 


culties 
ion in 
et and 
urther 
These 
stober, 


uture, 
saling, 
ecome 
ed by 
treet’s 
st-war 
n, not 
of the 





iness in 
1 Roger 
red with 


> 








Ii—Financing the Bond-Dealers 


NCE again war has created a new and profitable réle for the changing 
()iscoun market. The Treasury, determined upon a cheap money war 

financed by savings accumulated behind the physical barriers to spending, 
was constrained to avoid long-term borrowings even from the public. From 
mid-1940, when the first ‘ tap ’’ was opened—for the 2} per cent. National 
War Bonds, 1945-47—the Government offered instead huge quantities of 
medium- and short-dated bonds. These speedily became ideally suited to 
operations by the discount houses, and in six years have been the means of 
elevating the market from a situation of doubt and uncertainty to a new and 
assured post-war status. 

Within twelve months of the opening of the tap almost £1,000 millions, 
and within three years more than {£2,000 millions, had been borrowed on 
National War Bonds alone. None of these bonds had even at the moment of 
first issue a longer life than ten and a quarter years to final redemption, and 
by the summer of 1943 over {900 millions with an outstanding life of three 
to five years had been added to the supply of short-dated bonds appropriate 
for money market dealings. Borrowings on such a_ scale—proceeding 
simultaneously, after May, 1942, with large issues of the longer-dated Savings 
Bonds—- meant that even the minimum movement of holders’ portfolios required 
a much larger market than the gilt-edged dealers within the Stock Exchange 
were equipped to provide. It is true that large quantities of tap bonds went 
into the hands of industrialists to mop up the cash resources released by 
declining stocks of civilian goods (war work in progress was largely financed 
by Government payments) and the accumulations on unspendable depreciation 
funds.* In the early phase of the war these industrial bond holdings were not 
much disturbed. But technical operations by institutional investors soon 
called for a financing mechanism to supplement the normal machinery of the 
gilt-edged market. 

Professional holders—the banks, insurance companies and other financial 
institutions—-often found it necessary to make large-scale switches. Public 
opinion and the technique of savings propaganda obliged them to be large 
buyers of tap loans during the annual savings drives, and their own dealing 
technique had the same effect towards the end of each tap’s run—for, by 
buying then, they could secure at the standard price of par the shortest bonds 
in each series. On these and similar occasions they made room for their 
purchases by substantial sales of shorter bonds. Such concentrated and 
large-scale selling went far beyond the absorbing capacity of the jobbers in 
the gilt-edged market. The jobbers had, in any case, to cope with the big 
expansion of the supply of medium and medium-long securities, while their 
own resources, being dependent upon private fortunes, were being steadily 
eroded by unprecedented rates of surtax and death duties. Unless additional 
facilities could be provided, the spasmodic pressures in the short bond market 
would have produced violent jolts which at worst would have caused an inter- 


* This influx of industrial funds into tap bonds was especially marked before the introduction of 
Tax Reserve Certificates in 1942 ; afterwards, industrial surpluses were often divided between 
bonds and certificates—especially by companies having substantial E.P.T. liabilities. 
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mittent freezing-up of the market and at best would have upset the fine balance 
between yields on short- and medium-term bonds, upon which smooth and 
cheap Treasury financing depended. The discount market, with its special 
facilities for speedily finding and tapping every source of surplus funds within 
the banking system, and with its ability to supplement the resources of the 
short loan market by recourse to the Bank of England when necessary, provided 
the ideal, and, indeed, the only available, means of creating a shock-absorbing 
cushion of the size required. Moreover, the market, through its pre-war bond 
dealings, described in the preceding article, had already developed a valuable 
expertise and knowledge of the necessary technique. 

The authorities quickly perceived the way in which the problem could be 
solved, and early in the war encouraged the discount market to develop its 
bond-dealing functions on sound lines. The discount houses were told that 
bonds of less than five years to run would, if necessary, be acceptable as 
collateral for Bank of England loans—on conditions. The market was expected 
to heed earlier advice to consolidate into strong units, and to regard £1 million 
as the eventual minimum capitalization of each house ; to carry only short- 
dated bonds, subject to some latitude up to the amount of its own resources ; 
to keep its total bond portfolio in due relation to those resources, with a normal 
ratio of under rather than over eight to one ; and, generally, to learn the job 
of a true shock-absorbing dealer. 

Bond-dealing, of course, even within thoroughly conservative limits, was 
a very profitable business. From the moment that tap issues started, Treasury 
policy ensured a steadily rising market which relieved the discount houses of 
fears of capital depreciation and, indeed, produced capital profits automatically. 
Running yields from bonds ranged up to 24 per cent., while the cost of financing 
them on day-to-day money was no more than 1} per cent. even at the clearing 
banks. But, in fact, then, as now, the market financed most of its bill portfolio 
through the clearing banks (at 1 per cent. until October, 1945, and at } per cent. 
thereafter), but hardly any of its bond portfolio. That could be financed 
more cheaply through the outside banks, most of which worked to a standard 
rate of 1} per cent. ($ per cent. now) for loans against bonds, with 1 per cent. 
for mixed parcels of bills and bonds, and sometimes even less than that for 
marginal night money against bonds. In 1943 the evident attractiveness of 
Lombard Street operations and the market’s desire both to profit from its 
opportunities and to organize itself into the strong units for which the 
authorities asked led to a significant influx of outside capital—probably the 
first concentrated movement since the company flotations boom of the early 
eighteen-sixties. 

In 1942-43 no fewer than seven houses made new issues of capital, apart 
from capitalizations of inner or published reserves. In two cases the issues 
were associated with mergers and probably did not increase the true resources, 
but in other cases there was an infusion of outside finance—generally by 
means of preference capital subscribed by insurance companies and by or 
through merchant bankers, but in the largest individual operation by equity 
participation, by the United Dominions Trust in Ryder and Co. By the spring 
of 1944, partly through this new financing and partly through amalgamation, 
each of the remaining eleven houses in the market (with the sole exception 
of Seccombe, Marshall and Campion, which acts as agent for the authorities 
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and thus is in a special position) had achieved at least the £500,000 of capital 
resources which the authorities had regarded as the interim minimum 
objective.* The published resources of the market after these increases 
totalled £14,440,000, but no capital details were published by the one remaining 
partnership and no details of reserves were given by three of the private 
companies, while there were, in addition to published resources, substantial 
inner reserves. Allowing for these omissions, the true resources of the eleven 
houses in 1944 probably totalled about £22 millions, compared with a little 
over £20 millions for the eighteen houses existing at the outbreak of war. 

Thus was the market equipped for its war-time functions. But the fact 
that this inflow of capital had been permitted, though it openly sanctioned 
bond-dealing as a normal feature of Lombard Street operations, was in a 
sense no more than a natural extension of pre-war policy. There was still no 
certainty that bond business, though it provided the market’s livelihood and 
was indispensable in the conditions of war-time financing, could be justified 
functionally in the longer run. Official policy had not pre-judged that ultimate 
question : it had merely taken the pragmatic step of allowing Lombard Street 
bond-dealers to do what it had advocated before the war, to organize themselves 
into stronger units with resources proportioned to the risks of their new business. 
The point of view had shifted slightly, but very much less than it moved in the 
ensuing two years. 

In the last two years of the war the whole market, and not simply the three 
or four big companies, increasingly developed true shock-absorbing functions. 
The demand for market facilities in short bonds grew even more rapidly than 
the volume of bonds in issue, partly because large blocks came within the 
range of money market operations, partly because the big industrial holdings 
tended to be less immobile as investment managers of the larger concerns 
sought to exchange short- for medium-dated paper, partly because some 
industrialists began to plan for post-war outlays. The discount houses were 
called upon more frequently to supplement the resources of the stock market 
jobbers, and ever. the smaller firms learnt that their proper technique was to 
take in bonds on < falling market when the general body of holders was selling, 
and to sell—usually more gradually—on a rising market when general demands 
began to denude tie stock market jobbers’ books. 

In the big houses, with their larger resources and longer experience of the 
technique required, the jobbing function became highly developed. In the 
professional circle it had long been known that the big discount companies 
could often absorb or supply larger lines of bonds than the stock market 
could readily handle, and could at times quote finer prices. Professional business, 
therefore, often came direct to such houses, without passing through the 
Stock Exchange. Much of it also came “ direct’ through stockbrokers, 
although in 1944 the Stock Exchange Committee (as it then was) made a 
tule that brokers must not thus by-pass the stock market jobbers unless it 
was certain that they could get a better price outside the “‘ House ”’ than within 
it. Now, therefore, a stock-broker who obtains a quotation in Lombard Street 
must always give the iobbers a chance to better it before he confirms the 
order—but the confirmation often comes. 


* See ‘‘ Consolidation of the Discount Market,” in THE BANKER for May, 1944. 
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In some cases, moreover, direct dealing extends beyond the professional 
circle of banks, insurance companies and other financial institutions—but this 
depends chiefly upon the connections of the discount house concerned, the 
business interests of its directors, and so forth. The larger houses, and 
particularly the largest, are, however, securing an increasing business from 
non-financial interests—industrial companies, oil companies, shipping com- 
panies—without the intervention or participation of any intermediary. In 
some cases this direct business comprises both buying and selling orders, 
with the market ‘‘ making ’’ a double price much as a stock market jobber 
does, but most members of the market are always careful to distinguish their 
operations from true “ jobbing "’ on the ground that they are not prepared to 
“make ”’ a price. 

Direct dealings are not, of course, practised on any scale by the smaller 
houses ; some of them do none at all, and in others they necessarily depend 
upon the accident of their outside connections. Even with the bigger houses 
direct operations in bonds are still only a moderate proportion of the whole ; 
but it is probable that a substantial part of the really big deals in short bonds 
(taking Lombard Street and Throgmorton Street together) passes through the 
new direct channels. In some instances, it is worth noting, the experience so 
far has been that, while a significant volume of bonds reaches the market 
in substantial blocks by the direct route, almost the whole of the sales are 
sales through the Stock Exchange—to this extent, the market is therefore 
tending to “function as a wholesale buyer, but as a retail distributor. In 
general, however, business reaches Lombard Street direct or through the 
brokers only when the drift of the market is “ one-way ’’—when the stock 
market jobbers are either “‘ tull up ”’ or short of stock, and when, therefore, the 
discount market as the ultimate cushion (or, more correctly, the intermediate 
cushion between the Stock Exchange and the authorities) must either take in 
stock or supply it and at such times thus governs the price evea in Throgmorton 
Street. 

There is, however, a sense in which the discount houses govern the prices 
for short bonds even under conditions of market equilibrium. As professional 
dealers, they can charge the amortization of premiums on tkeir bond purchases 
against their profits for taxation purposes (and, of course, must equally bring 
their capital gains into taxable profits). As investors—and especially as 
investors working on a margin of cheap borrowed money—they can therefore 
afford to bid higher prices for short bonds than those offered by non-professional 
buyers who must amortize premiums out of taxed income (i.e., out of the net 
running yield). Unless, therefore, the discount market is itself ‘ ‘full up,” 
its buying will always keep short bond prices on a yield dasis well below what 
would be expected by ordinary private investors. 

This has two important consequences, of particular significance in post-war 
conditions. It means, first, that industrialists and others who bought medium- 
term securities while their depreciation funds or other capital moneys (such as 
shipping compensation payments) were piling up and now are embarking upon 
deferred repairs or reconversion can finance their operations on cheaper terms 
than would be obtainable if they had to rely upon the general body of private 
investors. It also means that industrialists who still expect to have liquid 
surpluses. for some time ahead (because of physical bottlenecks upon plant 
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replacement, industry's liquid resources taken as a whole will certainly last 
longer than most people yet realize) are tempted to realize their bonds as they 
hecome short in order to reinvest in medium-dated securities. 


Secondly, both these industrial processes tend to produce a concentration 
of the shortest bonds in the discount market, or in other financial institutions 
whose profits are taxed similarly. Because the yields on short bonds are geared 
to professional operations financed by short money, industrialists and private 
investors simply cannot afford to hold them—unless the funds will definitely 
be required within the near future, in which case the investment is simply an 
alternative to accepting $ per cent. on bank deposit account. The resultant 
concentration in Lombard Street is of particular advantage to the Treasury 
and the Bank of England. Government re-financing operations cannot be 
carried through smoothly unless a substantial portion of each maturing loan 
has passed into official hands before the actual redemption date. Formerly, 
the process of official buying could take place quietly over an extended period, 
and the authorities themselves could in effect make the price which acted as 
the concentrating magnet. But now that operations are on so vast a scale and 
the calendar of maturity dates is so crowded, the process of absorption is much 
larger and much more intensive—quite apart from the complications produced 
by the now highly-organized system of departmental operations with the 
object of maintaining or intensifying cheap money. In present conditions the 
authorities often have to start large absorption of the next impending maturity 
before they have unwound themselves from the coils of the previous operation. 
For these purposes the services of the discount market, acting as a subsidiary 
magnet to draw the maturing issues into a pool within easy reach of the central 
controllers, are indispensable. 

In these various ways the discount market’s bond-dealing became greatly 
extended and much more highly developed, and its functional significance 
came to be more clearly appreciated in the closing years of the war. In 1945 
discussions about the post-war revealed three distinct sources of increased need 
for its services. First, industrial reconversion was expected speedily to dry up 
the principal channel of demand for the Government’s medium- and short- 
dated issues (the last National War Bond tap was turned off in December, 
1945) and to make industry over a period of years a steady and at times 
perhaps a large seller. Secondly, the Government was facing a period of about 
fifteen years in which almost every year would involve redemptions of war-time 
borrowings. Thirdly, Mr. Dalton’s cheaper money programme made it 
imperative that these tendencies should be prevented from causing dislocation 
in the gilt-edged structure, and, indeed, called for an even more sensitive and 
flexible mechanism than had been needed during the war. 


But, in fact, the Lombard Street position when hostilities ceased was 
already almost fully extended, even when judged by the much less rigorous 
standards to which war-time conditions of operation had accustomed it. 
The houses whose capital expansion had been permitted in 1943 with the 
original intention that they would thereby be enabled to work to more con- 
servative ratios found their new resources employed to the limit by 1945. 
And the larger houses, apart from ploughing back undistributed profits, had 
not increased their resources at all. 
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The strain upon Lombard Street capitalization was not, moreover, by any 
means produced only by its new responsibilities in the bond market. Despit 
the development of the T.D.R. system as a means of direct borrowing by th 
Treasury from the clearing and Scottish banks, the tender issue of Treasury 
bills carried a large share of the burden of floating debt financing. Part of this 
issue was absorbed at source by the accumulating overseas funds in London, 
but virtually the whole of the remainder was financed through the discount 
market. As Table II (page 175) shows, in the final quarter of 1945 the market's 
gross intake of Treasury bills reached approximately £875 millions, two and a 
half times its level two years earlier and more than ig times the quarterly 
average for the last pre-war year. In the last quarter of 1946 the gross intake 
was roughly {1,000 millions, while recently the market has on several 
occasions absorbed a round £100 millions in a single week. Fortunately, these 
huge bill operations do not call for any substantial capital. On Treasury 
bills there is, of course, no risk of default ; the only risk is that a rise in money 
rates might turn a fractional current running profit into a running loss, but 
even then the rise would produce an increased running profit on new business. 
And the risk that money stringency might compel the market to seek official 
aid on penal terms has long been removed by the automatic and inexpensive 
aid now afforded by the “special buyer’’. But, even allowing for these 
changes, the capital required to provide margins on the collateral lodged for 
bill money is not negligible—especially as some houses traditionally offer a 
larger margin than the minimum expected. Yet in computing their bond 
ratios, and when interpreting the conventional bond ratio of eight to one, the 
discount houses habitually calculate as if the whole of their capital resources 
were available for bond financing. 

By end-1945, under these combined pressures, the “‘ Big Three ’’ companies 
were financing a total portfolio of bills and bonds twice as large, in proportion 
to their known resources, as before the war. The ratio of their portfolio to 
published resources was twenty-nine to one, while the comparable figure for 
the smaller houses was probably over rather than under forty to one. Of the 
nine discount houses which publish balance-sheets, only five disclose their 
true bond position: the others follow the practice, which became general in 
1931-32, of including the shorter bonds (sometimes up to three years) 1 in the bill 
portfolio. The Union Discount Co., which alone among the “ Big Three’”’ 
has published its total bond holding, showed a bond ratio of over thirteen to one 
at end-1945. The average for the remaining four houses at the nearest com- 
parable dates (actually ranging from April, 1945, to April, 1946, but mainly in 
1946) was about twelve to one, but the proportion of hidden reserves was 
certainly smaller for these companies than for the Union Discount Co. 

The bond position which these ratios measure had, in fact, resulted from 
a phase of quite exceptional strain which came opportunely for the discount 
market. During the late summer of 1945, when much thought was being 
given to the market’s post-war réle, the discount houses put to the authorities 
their case for raising additional resources. At the time there seemed evident 
political objections to acceding to it: industrial re-financing for the 
post-war had not then begun, the Labour Government had just assumed 
office, and there was some danger that a Chancellor who listened to Lombard 
Street might be assailed by his back-bench supporters for putting a mere 
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arasitic ’’ financial intermediary above the needs of British industry. But 
in the following autumn the market’s arguments—and, doubtless, the 
arguments of Threadneedle Street, too—were driven home by circumstances, 
with quite remarkable force. 

The opening of the “ Thanksgiving "’ savings drive in mid-September 
produced the Chancellor's first threats of impending cheaper money. The 
customary pressures upon the bond market by institutional sales of shorts in 
order to finance new “ savings”’ subscriptions during the c campaig nm were, 
therefore, heavier than usual, and the discount houses took in substantial 
quantities of bonds. Then, before the campaign had run its course, Mr. Dalton 
gave advance notice of withdrawal of the 3 per cent. Savings Bonds—and 
dropped a strong hint that the next issue, after a suitable “ tap holiday ”’, 
would carry only 2} per cent. The resultant stampede to secure the last of 
the 3 per cents. produced such huge financing sales of shorter bonds that the 
discount market’s remaining capacity to take in securities was rapidly 
exhausted. It is estimated that the market absorbed some £40 millions in a 
week, and one house alone took almost half that sum. But still the selling 
went on, and, with the Lombard Street shock-absorber temporarily seized up, 
the normal short bond mechanism was thrown c: pletely out of gear. Prices, 
instead of being dominated by the professional buying, dropped to a yield basis 
appropriate to private investors, with even the shortest bonds yielding 2} per 
cent.—and this at a time when the Chancellor was talking of 24 per cent. for 
medium-longs, and faced, within only a few months, heavy short bond 
maturities. 

There is little doubt that it was this situation, which provided such 
dramatic evidence of the market's relationship both to the cheaper money 
policy and to industrial reconversion, which turned the Treasury scales. 
The discount houses quickly secured the permission they sought. Since early 
1946 ten of the eleven have raised new capital and six of them have not only 
registered as public companies but have secured the introduction of their 
shares to the Stock Exchange. The only house that has not participated in 
this movement is Seccombe, Marshall and Campion, which, as in 1943-44, has 
had to consider its special relationship to the authorities ; but it seems prob- 
able that additional finance will be sought in due course, although this will 
first involve the conversion of the partnership into a private company. The 
new house formed in December last, the Clive Discount Co. Ltd., which opened 
for business on January 1 last, has been constituted from personnel with ex- 
perience of the market, but has tapped outside resources, notably finance from 
merchant bankers. 

Full details of the year’s issues, showing their eftect on the capitalization of 
each house, with comparative tigures, where available, of the resources of the 
houses concerned before their 1943-44 expansion, are set out in Table III on 
page 184. The extent of the financing was a good deal larger than had been 
generally expected beyond the inner circle of the C ity. It will be seen that the 
ten operations have produced {10 143,000 of new money , apart from the 
undisclosed (but probably not large e) premium on the priv ate issue by Ryders 
Discount Co. Including the Clive formation, some {10.6 millions have thus 
been added to market resources. 

In just over a year, therefore, roughly 50 per cent. has been added to 
the true resources of the market. At present the ‘‘ known ”’ resources—pub- 
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lished capital and reserves and the premium on issues, whether added to pub- 
lished reserves or not-- of the twelve houses total {27.7 millions, but true 
resources, including inner reserves, are probably now in the region of £34 
millions. Compared with pre-war days, the number of houses has been reduced 
by one-third but aggregate resources have expanded by 7c per cent. The scale 
of market operations, moreover, has expanded even more rapidly, owing to 
the smaller capital ratios to which the market now works. Since the purpose 
of the capital expansion was to increase the flexibility of the market, 
it cannot, of course, be assumed that the addition of {11 millions of 
capital means that Lombard Street has necessarily or rapidly increased its 
operations in the conventional proportions—carrying, say, £90 millions more 
bonds and £170 millions more bills. Its ‘‘ normal” or unstrained capacity has 
been increased by roughly these amounts, but the position at end-1945 was 
fully-expanded—even over-expanded—-so that part of the new resources has 
been needed simply to restore a reasonable equilibrium. In the autumn of 
1945 the unstrained bond capacity was, perhaps, no more than {£175 millions, 
but the actual portfolio probably rose above £200 millions. 

The ‘“‘ normal” bond-carrying capacity now may be put at about {£270 
millions-—-with the possibility of an appreciably larger position in the event of 
any sudden and unusual strain, comparable, say, to that of the autumn of 
1945. Bond portfolios at present, despite a moderate intake of bonds at the 
height of the fuel crisis pressure on gilt-edged, are probably substantially less 
than this, but total portfolios of bonds and bills may be put at around £800 
millions. The comparable figure for 1938 was probably under rather than over 
{250 millions. 

Lombard Street, therefore, has now become a really substantial part of 
the whole financial mechanism. With present “ deposit ’’ liabilities of £800 
millions or so, its war-time expansion has actually outpaced that of the banks. 
Indeed, by comparison with the deposit banking system, Lombard Street is 
larger now than it has ever been—its “‘ deposit ’”’ liabilities, expressed as a 
proportion of bank deposits, are about one-third larger than in 1938, 50 per 
cent. larger than in 1931 and one-fifth larger even than in 1913, when its 
commercial financing was in its hey-day. But, valuable though it is as a means 
of providing a short loan market, its status and expansion now rest squarely 
upon its bond-dealing responsibilities. Its job now is to provide the necessary 
cushion for the gilt-edged market, and to stand ever ready to absorb rapidly 
the short-term securities that must be sold to finance reconstruction. By these 
latest capital increases, the resilience of the cushion—-measured from the point 
of normal deflation to full (but not over-full) capacity---has been increased to 
about {70-80 millions, compared with perhaps {40-50 millions eighteen months 
ago. That is a margin which should provide both industry and the Chancellor 
with adequate scope for manceuvre—provided that the market learns the true 
dealing technique of preparing in fair weather for the pressures that will come 
in bad. 

W. T. C. Kina. 
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France’s Budgetary Problem 


By Rene Fleury 


Chief Managing Editor of “ La Tribune Economique” 


without at least a skeleton knowledge of the history of the French 
Budget. All the material required for such a study has recently been 
collected and published in a 670-page [xventaire de la Situation Financtére, 
1913-1946. This was compiled on the instructions of M. Robert Schuman, 
the Minister of Finance, in order to bring before the first Parliament and the 
first Government of the Fourth Republic all the information required to 
enable them, as the report points out, “ to complete the task of economic 
and financial rehabilitation which the dangers of the moment render so 
urgent ’’. The crisis, it is argued in this report, is as much psychological 
as technical in its origins and consequently the first step in meeting it must 
be the presentation of the full facts. This the report does without mincing 
words or veiling the facts. In 1913 the Budget total was 5 milliard francs. 
in 1946, including Post Office expenditure and other items which are of a 
capital nature, it totalled more than 650 milliard francs. And the Budget for 
1947 is certain to show global expenditure of more than 1,000 milliard francs. 
In this period of a third of a century, public expenditure will thus have 
increased more than two hundred-fold. In the century before 1913, it is worth 
noting, the expansion was only five-fold, since the first Budget of the Empire 
amounted to one milliard francs. Allowing for the rise in prices, one can say 
that the Budget for 1940 represents a real burden three times as great as that 
for 1913. In terms of national income, however, the increase has been slightly 
less severe: last year Government expenditure was equivalent to 30 per cent. 
of the national income, estimated at 2,000 milliard francs; in 1913, it 
represented no more than 14 per cent. 
The incidence of two wars is, of course, principally responsible for this 
increase ip the real burden. The huge increase in the burden expressed in 
terms of money is, however, mainly a counterpart of the depreciation of the 
French currency, a depreciation which cannot be wholly attributed to the direct 
effects of war. In 1946, only 8 per cent. of the increase ip expenditure did not 
reflect such monetary influences, and even this portion was largely represented 
by the interest on the national debt. About 5c per cent. of the expenditure 
mainly comprised salaries and subsidies, which feel the effect of monetary 
depreciation with some delay but must ultimately adjust themselves to the 
rise in prices. A further 27.4 per cent. principally representing purchases of 
materials was, of course, directly and immediately affected by the domestic 
depreciation of the currency. The remaining I4 per cent., representing goods 
purchased outside the country and rayments for services, etc., was directly 
affected by the depreciation in the external or exchange value of the franc. 
The tiny Budget of 1913 was, moreover, a Budget in surplus—to the extent 
of 25 million francs. in 1946, current expenditure exceeded receipts by some 
125 milliard francs. Moreover, as a striking measure of the greatly widened 


N: effective appreciation of the financial position in France can be achieved 
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sope of State activity, it should be added that the interest on the national 
debt, which was responsible for 21.2 per cent. of the budgetary expenditure in 
1913, and which reached the high proportion ot 41.9 per cent. in 1926, accounted 
for only 6.3 per cent. in 1946. 

On the revenue side, the most striking and regrettable feature in this 
evolution is that the fiscal machine has been becoming less and less efficient, 
and that there has been, in the last few years, a steady increase in the volume 
of business activities and incomes which escape the incidence of taxation. This 
development has found its final and fullest expression in the black markets 
which flourish today. It is generally recognized, even in official quarters, that 
there are now deplorable inequalities in the distribution of the effective burden 
of taxation. Salaries and fixed incomes provide no less than 43 per cent. of the 
yield of direct taxation. This is due to the fact that they cannot avoid taxation 
since employers are, in effect, collecting taxes for the fiscal authorities. On the 
other hand, agricultural profits provide only 3 per cent. of the yield of direct 
taxation, and the profits ot merchants and intermediaries bear only a compara- 
tively small burden. It is evident that far too great a proportion of this part of 
the national income escapes taxation altogether. But the State, which every- 
one reproaches with being too inquisitive, yet complains that it is not sufficiently 
well armed for the inquisition of those who thus evade their due share 
of taxation. 

These difficulties, of course, are not new. But monetary instability has 
combined with the uncertainties—not to say the incoherence—of the political 
situation to accentuate these fiscal difficulties to the point at which they cannot 
continue much longer without compromising the whole financial equilibrium 
of the country. The fact that the Budget showed a surplus in 1913 but now 
shows a deficit—of around 155 milliard francs—is not due to any failure to 
reinforce the fiscal machine in the meantime. In 1913 inheritance duty and 
indirect taxation sufficed to feed the general Budget. Since then the following 
new taxes have been introduced—after the war of 1914-18, a system of income 
tax; between 1920 and 1945 two overall taxes on the volume of business (a 
production tax and a tax on business transactions) ; in 1916 and in 1939 two 
special taxes on war profits. Moreover, the oldest established weapons of 
taxation have been strengthened and the rates of taxes steepened. Finally, 
there have been the exceptional measures decreed immediately after the 
liberation, namely, the confiscation of illicit profits made during the occupation 
period, and the special impot de solidarité nationale. 

It will be seen that the State has not neglected the task of reinforcing its 
tax apparatus. The fact remains that France is today a country where fiscal 
fraud flourishes most easily and openly. There seems in this respect to be a 
kind of tradition. Even before the war it used to be said jokingly that France 
was a country of excessive taxation fortunately tempered by fraud. This may 
not have been meant as more than a joke, but it certainly contained a measure 
of truth. 

The problem of “ regularizivg ’’ the Budget receipts and of redistributing 
the burden of taxation more equably over the whole mass of taxpayers is one 
of the fundamental tasks which this Government, or the next, will have to 
tackle. It is not merely a question of giving the fiscal authorities better weapons 
in their struggle against evasion. History teaches us that whatever the severity 
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of the punishment, fraud will continue to flourish when the circumstances 
invite it. It is not merely a matter of applying sanctions. What is needed above 
all is to give the taxpayer a conviction that the money which is taken from him 
is being usefully applied. The French taxpayer, who has had twenty years or 
more of devaluation and inflation thrust upon him, has lost all confidence in 
the capacity of the State to govern its own affairs, and consequently he uses 
every possible device to cut to a minimum the part of his income which he has 
to reveal to the tax authorities and on which he has to pay. The fortunes made 
by so many lawyers, trust companies and fiscal advisers are an evident reflec- 
tion of this boom in the technique of tax evasion. 

A second political condition must also be satisfied if the problem is to be 
successfully tackled. It has already been stated that salaries and fixed incomes 
provide no less than 43 per cent. of the total yield of direct taxation, whereas 
agricultural profits represent only 3 per cent. This disparity measures one of 
the most deplorable inequalities and injustices of the French fiscal system, and 
it ought to be a matter of elementary justice to remove it. To do so would 
create political difficulties among the members of the agricultural community 
and would certainly affect the agricultural vote in France. A Parliament or 
Assembly has yet to be elected which has the courage to attack this problem of 
adequate and eftective taxation of agricultural profits with the vigour which it 
requires. 

Yet, according to the Inland Revenue statistics, of the 2 million or more 
farms in France, only 500,000 were last year subjected to impot cédulaire, and 
only 25,00¢ to impot général. Moreover, the statistics reveal that most of the 
farms have been taxed on the basis of an average profit of 678 trancs per 
hectare ; on industrial and commercial profits the average net profit subjected 
to the direct tax was of the order of 18,000 francs in 1938, 43,000 francs in 
1945, and 80,000 francs in 1946. These modest figures for agriculture look like 
sheer figments of imagination to the town dweller, who knows how much he 
has recently been paying his farmer for his eggs, his chickens, his butter and the 
rest. 

Such tendencies explain, however, why taxation of incomes in France pro- 
vides no more than 30 per cent. of the total budgetary revenue, whereas the 
ratio is as high as 73 per cent. in the United States, and 51 per cent. in Great 
Britain. But these revenue difficulties are only one aspect of the problem which 
faces France in readapting herself to the political and economic conditions of 
the post-war period. It is not merely a question for France of financing her 
current Budgetary expenditure. She must also find the wherewithal to finance 
her reconstruction and re-equipment. When France has restored order to the 
ordinary Budget which has been examined above, it will be necessary to face 
supplementary expenditure of a capital nature of the order of 500 milliard 
francs. The solution of this task will not call only, or even primarily, for a 
fiscal effort. What is the real potential of the country, and what technical 
means are at its disposal, to mobilize and canalize its capital resources in the 
great task of modernization and re-equipment which has been formulated for 
it under the plan ot M. Monnet ? These questions will be discussed in a further 
article. 
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Scope for the BLS. ? 


By Paul Einzig 


MIDST the preoccupations with big changes in the international monetary 
Aster among others, since the end of the war, the very existence of the 

Bank for International Settlements has been almost forgotten. Yet not 
so very long ago that institution was the centre of heated controversy. It was 
subjected to much criticism both in this country and in the United States. 
As recently as 1944, the Bretton Woods Conference passed a resolution urging 
the liquidation of the B.I.S. At that time it would, of course, have been 
impossible to implement this resolution even if the Allied Governments had 
decided there and then in favour of following their experts’ advice ; for at 
that time the majority of the shares of the Bank and the majority of the seats 
on the Board of Directors were controlled by the Axis powers, so that it would 
have been impossible for the Allies to obtain the statutory majority required 
to decide upon liquidation. 

Meanwhile, the liberation of occupied countries and the complete defeat 
of enemy countries have restored control of the B.I.S. to the Allied powers. 
It would now be legally possible to decide upon its liquidation. Yet, although 
there has been ample time since the end of the war to reach such a decision, 
and even to initiate the steps required for its execution, there has been no 
indication so far that the Allied Government intend to adopt the Bretton 
Woods conclusion. It is conceivable, of course, that the delay is merely due 
to the intention to keep the B.I.S. alive until the International Monetary 
Fund and the International Bank for Reconstruction have actually begun 
effective operations. But the fact that the B.I.S. recently granted a new 
credit of 2,000,000 Swiss francs to the Bank of Finland seems to indicate that 
the liquidation is not imminent. Had the Governments concerned already 
decided upon liquidation within, say, the next few months—both Bretton 
Woods institutions are just beginning full operations—the B.I.S. would confine 
itself to routine operations and would not assume new commitments. 

But the doubts about the likelihood of the liquidation of the B.I.S. do not 
arise simply from the fact that this small new transaction was entered into at 
the end of last year. That and other similar transactions which may possibly 
have been concluded would be perfectly compatible with a mere deferment of 
liquidation. Consider, first, the arguments which inspired the Bretton Woods 
resolution in favour of the liquidation. These may be summarized as follows : 

(1) In 1944 the B.I.S. was, as stated above, overwhelmingly under 
Axis control. 

(2) In 1944 it was extremely unpopular in Allied countries. 

(3) The Bretton Woods experts assumed that the implementation 
of their plans would render the B.I.S. in any case redundant. 

The political argument in favour of liquidation no longer operates. The 
Central Banks of the liberated countries have resumed the control over their 
voting rights in the B.I.S., and the German and Japanese voting rights are 
now presumably vested in the Allied occupation authorities—though in this 
latter respect the position is not clear. Anyhow, the Axis exists no longer, 
and its influence on the B.I.S. need no longer be feared. 


——_— 
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The unpopularity of the B.I.S. in Allied countries was due, apart from 


the war—that it was a hotbed of political intrigue and that it surrendered to 
Germany the Czechoslovak National Bank’s gold deposit. The former charge 
was due to the impression that certain Central Bankers who took part in the 
monthly board meetings at Basle pursued a foreign policy of their own, not 
always in accordance with the official foreign policy of their countries. Owing 
to the nationalization of most Central Banks concerned, this argument, 
whatever its original validity, has ceased to operate. Central Bank governors 
now would attend the Basle meetings in their capacity of representatives of 
the respective Treasuries that control their institutions. In their activities 
they would, in effect, only carry out their Governments’ instructions. 

As for the Czech gold affair, it is possible that the Czechoslovak National 
Bank will take legal steps to secure the recovery of its gold deposit from the 
B.L.S., in so far as it cannot be restored out of German gold seized by the 
Allies. An opportunity will then be provided to ascertain and apportion the 
blame for the surrender of the Czech gold. Meanwhile, the feelings which 
ran justifiably high in 1939 have subsided to a large degree in 1947. 

If the political or sentimental grounds for the liquidation of the B.LS. 
can be ruled out, there remain the practical financial and economic considera- 
tions. Is there any scope left for the B.I.S. now that the two Bretton Woods 
institutions are beginning to function ? Provisionally, the justification of the 
existence of the B.I.S. could be claimed on the ground that all countries 
associated with it have not yet joined the Bretton Woods system, and are not 
entitled to the facilities offered by the Fund and the Reconstruction Bank. 
But the ultimate aim of Bretton Woods is to admit all countries willing to 
co-operate, so that on this ground alone the raison d’étre of the B.1.S. would 
gradually lessen. There are, however, arguments of a more lasting character 
in favour of its maintenance. 

(1) The B.1.S. possesses a certain amount of resources available for granting 
financial support. Its liquidation would involve the return of the bulk of these 
resources to the financially strong countries, whereas its continued existence 
would ensure that these resources would find their way to the financially 
weak countries. Although the amounts involved are moderate compared with 
the facilities to be provided under the Bretton Woods scheme, they would 
provide useful supplementary aid. 
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(2) The B.1.S. specializes in European countries, whereas the scope of the 
Bretton Woods institutions is world-wide. As Europe is in particular need of 
financial support the maintenance of special facilities for its exclusive benefit 
would be justified. 

(3) The B.I.S. has considerable experience in dealing with financially weak 
countries. The Bretton Woods institutions have yet to learn the best methods 
of dealing with them. 

(4) Although the B.I.S. is bound by its statutes and is not so elastic as an 
ordinary bank or, in many respects, even as a Central Bank, in some ways 
it has greater freedom of action than the Bretton Woods institutions. 

(5) The B.I.S. could work in close collaboration with the Bretton Woods 
institutions, co-ordinating its activities with theirs. ; 

There is undoubtedly a case in favour of retaining the B.I.S. Whether 
this will in fact be done remains to be seen. It seems probable that its war- 
time activities will be closely scrutinized. If it is confirmed that the B.LS. 
adhered loyally to the declaration of neutrality it made at the beginning of 
the war, then the chances are that opposition to its maintenance would weaken 
considerably. 

Needless to say, if it should be retained its statutes would have to be 
modified considerably, in order to adapt it to the changed requirements. It 
might conceivably be converted into a subsidiary institution of the Fund or 
the Bank, and would then be controlled by the Executive Boards of those 
institutions. Or there might be a redistribution of the shareholding and 
re-allocation of seats on the Board, in order to adapt the bank to the new 
balance in Europe. For one thing, there is no longer any sense in giving 
prominence to countries interested in reparations arising from the first world 
war. Many cornparable changes would be needed. But it is possible that the 
Governments concerned will decide that it is simpler to scrap the existing 
organization altogether and create some new institution should the need for 
supplementing the activities of the Bretton Woods institutions be felt. And 
conceivably the Governments may feel that international financial collabora- 
tion is adequately assured by the two Bretton Woods institutions. It seems 
probable that before very long they will indicate what they intend for the 
B.I.S. But if their decision is adverse to its continuance as a bank, it is to 
be hoped that they will at least consider two possibilities of continued useful 
service under the Bretton Woods egis. First, the B.I.S., in an administrative 
and physical sense, could become a European branch or out-station of the 
Washington organizations. Many European questions could usefully be dis- 
cussed between European central bankers meeting regularly in Basle which 
will never be discussed at all if their only regular and formal meetings must 
take place in Washington—for these trans-Atlantic meetings cannot possibly 
be frequent, and, even when they occur, all but the major European questions 
must take a subordinate place or be crowded out altogether. Obviously, the 
essential unity of Bretton Woods must not be endangered, but local meetings 
could be properly linked with the Washington proceedings, and there could 
even be a formal European sub-committee of the Washington bodies. Secondly, 
the B.I.S. has done and continues to do valuable work in the sphere of financial 
and economic intelligence and research. It would be a pity to throw away 
the fruits of such services. 
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Life Assurance and the Value of Money 
By Leo T. Little 


HE volume of life assurance new business reached an all-time high record 

last year. Not one of the offices failed to show an expansion of business 

over the 1945 totals—the aggregate increase was of the order of 100 per 
cent.—and, in the majority of cases, there was also a great improvement over 
the 1938 figures. The table at the end of this article sets out the new sums 
assured by the life offices in 1946 and gives comparisons with the previous 
year and 1938. 

A post-war expansion in life assurance was natural, but the actual ex- 
pansion which these figures reveal was probably larger than many offices 
expected. The really significant question is how far the great upward surge is 
a lasting one and how far merely a reflection of the post-war boom. The boom 
element is clearly discernible. Demobilized men have found life assurance an 
obvious necessity at the beginning of an ordinary settled life, more particularly 
a family life, and most of them have not lacked the means—thanks to a fairly 
substantial Forces gratuity or a fairly high earned income in civilian em- 
ployment—to secure some assurance protection. Moreover, the controls and 
rationing have helped to direct the monetary outlay of these and other people 
away from consumption and towards the holding of funds in invested form, of 
which life assurance, in its aspect as a widely publicised investment trust, is 
one of the most important. Moreover, interest rates assumed by the offices in 
the calculation of premiums lag behind movements in market rates of interest 
—a mechanical and institutional factor of profound importance—and in the 
phase of ultra-cheap money this lag has produced a demand for assurance 
from people who otherwise would have turned to securities or property or some 
other avenue of investment. 

Doubtless all these factors are important, but in the past year they have 
been reinforced by a growing awareness on the part of the public that the 
value of money has changed, is changing and is likely to go on changing. 
More is involved in this than the mere fact that part of the increase in sums 
assured in 1946 reflects an advance in the general price level. A disintegration 
of the belief that the monetary standard is invariable has been a notable 
post-war phenomenon in the United Kingdom. Myths, perhaps economic 
myths more particularly, die hard, and in pre-war Britain it is probably no 
exaggeration to say that there was none more securely established in economic 
folk-lore than the constancy of the pound as a measure of the value of other 
things. No doubt the extreme willingness with which people accepted a 
fixed monetary expression of a debt due many years hence was due partly 
to Britain’s freedom from inflationary frenzies of the Continental pattern, 
partly to an irrational belief, which the slightest economic knowledge should 
have dispelled, that downward swings in the value of money are balanced 
by upward swings. Many even of those who might be assumed to have this 
knowledge were blind to the long-period fall, true of secular periods as of those 
covering generations, in the real worth of the monetary unit. 

The post-war decline of this myth has probably come about, significantly 
enough, not so much because of an actual rise in prices, but because of the 
freezing, so far as consumption is concerned, of a large part of monetary 
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resources. However that may be, in the field of life assurance the effect has 
been to produce an increased demand for cover by people anxious to secure 
something approaching constancy in the real value of their policies. This is 
not to say that the movement has yet become general, or even that it accounts 
for a large part of last year’s expansion in the volume of business, but it has 
certainly begun. If one surveys the life assurance scene in a broad way, it 
suggests some most interesting possibilities for the future. 

In the first place, if people do attempt, in a really big way, to achieve a 
constant cover in real terms, simply by an increase in the monetary value of 
their policies, the post-war expansion of new sums assured is likely to be 
transformed into a phenomenon of considerably longer duration. For not only 
is the long-term movement in the value of money in a downward direction, 
but deflation-phobia is now so firmly rooted in this country that there is little 
chance that even a short-period downward movement will be allowed to do 
more than show itself before it is immediately destroyed. In the second place, 
the life assurance contract is itself one of those long-period debts, more or less 
fixed in monetary terms, which (other things being equal) will suffer a de- 
preciation in people’s assessments of real values, once they are fully aware of 
the long-term decline in the value of money. Thus the first factor, the en- 
deavour to cancel out the fall in real values by putting up monetary values, is 
an expansionist one for the life offices; the second factor, the reduced 
attractiveness in themselves of all contracts fixed in money terms, is a long- 
period depressive one. On the principle that if an institution is to prosper it 
can leave accelerating influences to look after themselves but must examine 
decelerating influences with care, it is worth paying some attention to the 
second factor. 

The qualification that life assurance is more or less fixed in monetary terms 
is important. For the device of the with-profits policy has the result that its 
holder tends to receive partial compensation for any fall in the value of money 
—since he shares in any net appreciation in the invested funds of the offices, 
by way of the periodical profits distribution. But the qualification itself 
carries some provisoes which, even at the risk of a burdensome exposition, must 
be introduced. First, it is common practice—common prudence, one might 
say, so long as the present system of life assurance endures—for an office to 
retain and not to distribute at least the major part of book appreciation, even, 
frequently, realized appreciation, in the value of the funds, against the time 
when they may depreciate. Second, only a part of the investments of the life 
offices fluctuate in monetary terms in an inverse direction to the value of money. 
Industrial shares clearly do so, by and large, but gilt-edged do so at best only 
to a limited degree and at worst not at all. The office, even if it pursues an 
“active’”’ investment policy, therefore going out courageously for invest- 
ments that will appreciate fairly freely with downward movements in the value 
of money and facing willingly the necessity for rapid switches in its holdings, 
is severely limited in the extent to which the policy can be followed, for it 
cannot jeopardize its policy holders’ security by too much uncertainty-bearing 
and cannot tolerate wide fluctuations in the capital values of its investments— 
even if the upward movements in the end more than offset the downward 
movements. 

One may perhaps make the plea that the practice, followed by a few of the 
offices, of writing up investments to their book values and then reserving the 
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whole or a substantial part of the appreciation, but at least a disclosed amount, 
is preferable to the more usual practice of not divulging the sum of the apprecia- 
tion and therefore of this part of the reserves. But that is a technical matter, 
to which perhaps too much importance should not be attached. A more 
important aspect is that over long periods of time during which, as stated, the 
value of money is falling, the tendency will usually be for early policy holders 
in effect to subsidize later policy holders. This eftect is produced by the 
merging of the moneys of all policy holders, of whatever seniority, in the same 
life assurance fund. At any particular moment of time the fund, which has 
been built up over a lengthy period, consists partly—and possibly largely—of 
the capital appreciation of earlier premium payments. Yet on a profits dis- 
tribution, this capital appreciation is shared by all, virtually in proportion to 
the sums assured by their policies. Thus (ignoring tor simplicity the complica- 
tion of interest on the funds) the earlier policy holders, from whom the apprecia- 
tion has substantially derived, do not receive as much as they have subscribed, 
if the total of their subscriptions be taken as the sum of their premiums plus 
capital appreciation thereon; while later policy holders, whose premiums 
have so far had insufficient time for much appreciation, receive more than they 
have subscribed. This effect is accentuated by the time lag, due to a laudable 
degree of caution on the part of the offices, in bringing into account an apprecia- 
ation in the funds, but basically it is due to the mixing together of premiums, 
of whatever generation or decade of policy holders, in the single fund. It is 
true that the process is a progressive one, so that the older policy holders 
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LIMITED 
(Incorporating the business of Messrs. Reeves Whitburn). 


Statement of Accounts, 31st December, 1946. 


LIABILITIES ASSETS £ 
CAPITAL AUTHORISED— £ £ CASH AT BANKERS... a Py 1,307,891 
270,000 ““A’’ Shares of £2 10s. 675,000 IN VESTMENTS— 
270,000 “B’” Shares of £7 10s. 2,025,000 British Government Securities -. 15,559,697 
———- 2,700,000 BILts DISCOUNTED, and Short-dated 
CAPITAL IssvuRD— - Securities, less provision for Rebate 102,111,280 
169,333 *‘A’’ Shares of £2 10s, 23,333 LOANS AND SUNDRY AMOUNTS RE- 
230,667 ““B’’ Shares of £7 10s. 1,730,00: CEIVABLE es ms ne nd 535,806 
————— 2,153,33: FRERHOLD PREMISES ‘ , 
CAPITAL PAID-UP, viz. : ——- (at approximate c cost) 
“A’’ Shares—fully paid os , 3,332 SUBSIDIARY COMPANY— 
“ B” Shares—£5 paid “7 ; ,153,32 Shares ae 
~~ Less Loan 


RESERVE . 
PRovIT AXD Loss ACCOUNT 
Final Dividends <= 71,904 
Balance at Credit aie 250,034 
———- 321,938 


3,475,272 
DEPOSITS, secured and unsecured, con- 
tingency and other accounts. and 

provision for accruing expenses .. 116,139,402 
(Including Liabilities of £114,341,237 
secured on certain assets of the 

Company.) 

COXTINGENT LIABILITY Bills Re-dis- 
counted (excluding Treasury Bills) 


£5,886,808 ROE 
£119,614,674 £119,614,674 
——— — 
On 29th January, 1947, £576,667 10s. Od. was capitalised from Reserve in order to make the 
“B”’ shares of £7 10s. Od. each fully paid. 
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will themselves subsidize those who become policy holders at a still later date, 
put the basic principle nevertheless remains. 

In instances where life funds have been closed, they have almost always 
shown large profits for those policy holders who survive the closing, and par- 
ticularly for those who survive it the longest ; if the funds had not been closed, 
those policy holders would have shared the appreciation with later policy 
holders paying premiums of relatively depreciated value. This is true even 
though the profits in such funds may be partly due to other factors, for example, 
an improvement in mortality experience. 

If then an attempt were to be made to limit the depreciation of life policies 
over time, the first steps would appear to involve an extension of the system 
of with-profits policies—possibly an elimination of any new without-profits 
policies—coupled with the pursuit, within the bounds of prudence and safety, 
of an ‘‘ active’ investment policy, that is, a policy embracing equities. The 
next step would involve the periodical closing of the fund, say every ten years, 
so that long-period appreciation of investments would accrue largely to those 
from whom the investments in fact derived. Objections would no doubt be 
raised to all these moves. There are those who would consider it to be the 
function of the life offices not only to average out mortality risks among 
different assured persons, but also to remove from them any equity element in 
the business, even if on balance and over long periods the return to the equity 
(that is, the profits bonuses after taking account of the higher premiums on 
with-profits policies) is clearly positive; for such objectives the without- 
profits policy may well be the chosen instrument. There are some who deplore 
an active investment policy, regarding it as dangerous and ultimately un- 
remunerative—but this depends entirely upon the degree of “ activity ”’ 
And the periodical closing of funds would involve administrative and actuarial 
labour which may be regarded as a burden, while there are no doubt some who 
would argue that in principle the assurance process should allow for the relatively 
young to be compensated by the relatively old for the long-term decline in the 
value of the monetary standard. 

Such arguments are weighty, but not, it is suggested, conclusive. There 
may be more substance in the contention that a closed fund of comparatively 
short life would be capable of serious short-term capital depreciation, though 
this possibility could be met by allowing limited and defined transfers between 
funds in the event of serious movements of this kind. Even if required, such 
transfers would probably prove to be only temporary. But the real question 
is whether life offices are to take account of long-term movements in the value 
of money and therefore of their contracts or whether they are to continue largely 
toignore them. This is a problem to which actuarial thought, even apart from 
actuarial practice, has so far devoted extraordinarily little attention. The 
extreme inflations following the war of 1914-18 gave rise to some work by 
Continental writers on the subject of life assurance in relation to those violent 
and short-period movements in monetary values. This work did not proceed 
very far, however, and in any case was based on different premises from those 
now in mind. The steps that are suggested above, or some modifications of 
them, might at least go some way towards removing from life assurance the 
objection that it does not allow of protection against money changes, even 
though in this imperfect world the complete answer to the objector can be no 
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more than a fw guwogue or the less urbane retort ‘ 
and see whether you can fare better 
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‘take your money elsewhere 


BRANCH 
1946 
1946 increase of 
1045 
£000’s £000's 
3,960 2,200 
3,870 1,579 
2,675 1,625 
6,904 3,338 
809 346 
2,158 953 
3.431 2,267 
4,500 2,086 
4,882 4,194 
2,660 1,282 
16,385 8,717 
1,349 839 
20,701 4,453 
3,523 1,974 
1,706 658 
3,949 1,701 
2,147 1,407 
6,090 1,900 
2,694 1,112 
321 119 
3,396 1,492 
21,604 10,952 
2,385 1,683 
4,035 2,160 
5,004 2,596 
3,717 1,473 
1,157 448 
2,411 889 
1,024 77 
2,180 1,170 
1,242 591 
20,440 7,270 
2,601 1,473 
5,921 2,822 
2,850 1,210 
23,000 11,416 
54,488 6,833 
68,000 40,000 
11,500 5,504 
7,560 3-555 
4,19! 2,002 
7,743 3,860 
3,478 2,040 
3,028 2,186 
3,886 2,350 
1,428 638 
1,800 854 
6,945 3,900 
8,666 4,709 
29,400 15,344 
4,281 2,054 
186 Log 
3,164 1,649 
4,000 2,139 


Nots. —The figures are not always strictly comparable as between offices, since 
some offices include deferred and other annuities in the figures and 


others exclude them 
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Bankers’ Advances against Security 
II — Charges on Life Policies 
By C. R. W. Cuckson 


CONTRACT of life assurance, to quote a classic definition, “‘ is a contract 
Ae pay a certain sum of money upon the death of a person, in consideration 

of the due payment of certain annual premiums during his life. It is not 
a contract of indemnity” (Dalby v. India Life Assurance Company, 1854). 
The premiums, though computed on an annual basis, may by arrangement 
be payable half-yearly, quarterly, monthly, or even (in industrial assurances) 
weekly ; or there may be a single premium payable at the outset, once for all. 

Originally, at common law, anyone was at liberty to effect an assurance on 
the life of any other person, whether he had any interest in the life or not, but 
the Life Assurance Act, 1774, after reciting that “ the making insurances on 
lives wherein the assured shall have no interest hath introduced a mischievous 
kind of gaming "’, proceeded to enact that thenceforward no insurance should 
be made by any person on the life of any other person, wherein the person 
for whose benefit such policy should be made should have no interest, or by 
way of gaming or wagering ; and that all assurances made contrary to the Act 
should be null and void. The Act also provided that the name of the person 
interested, or for whose benefit the insurance was made must be inserted in 
the policy, and that the person interested should recover no more under the 
policy than the amount or value of his interest. 

It is important therefore to understand what constitutes an insurable 
interest of one person in the life of another. It must clearly be such that the 
person interested derives some material benefit from the existence of the life 
assured, and would suffer prejudice by its cessation. Mere “ natural love and 
affection ’ will not suffice. 

Thus in the days when “‘ leases for lives ’’ were common, the lessee had an 
insurable interest in each of the lives on which his lease depended. Similarly, 
a person maintained by a parent or benefactor has an insurable interest in the 
life of the person who maintains him; but apart from this a child has no 
insurable interest in the life of his parent, or a parent in the life of his child. 

Under the Industrial Assurance Act, 1923, assurances may, however, be 
effected by parents on the lives of their children, and by any person on the 
life of his parent, grandparent, brother or sister for a small amount to meet 
funeral expenses. Such policies are not usually offered to bankers as security, 
and are generally expressed to be unassignable without the consent of the 
company or society issuing them. 

A creditor has an insurable interest in the life of his debtor to the extent 
of the debt, whether he holds any security for it or not, presumably on the 
ground that his chance of recovering the amount of the loan would be di- 
minished by the debtor’s death. But the debtor himself is not in any way 
concerned with the creditor’s policy, and money received by the creditor under 
it need not be applied by him in reduction of the debt. Similarly, a surety 
has an insurable interest in the life of the principal debtor. An employer has 
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an insurable interest in the life of his employee, and in practice it is considered 
that a company may insure the life of a director. 

In all these cases it is sufficient if the insurable interest exists at the time 
when the insurance is effected. It need not continue to exist until the time 
when the life insured ceases and the policy becomes payable. 

As an exception to the general principle set out above, the Courts have 
held that a husband has always an insurable interest in the life of his wife, 
and a wife in the life of her husband. 

Under Section 11 of the Married Women’s Property Act, 1882, a policy 
of assurance effected by a man on his own life and expressed to be for the 
benefit of his wife, and/or of his children or any of them, and a policy effected 
by a woman on her own life and expressed to be for the benefit of her husband 
and/or her children or any of them, creates a trust in favour of the objects 
named, and the moneys payable under any such policy do not, so long as any 
object of the trust remains unperformed, form part of the estate of the assured, 
and are not subject to his or her debts. But if it is proved that the policy was 
effected, and the premiums paid, with intent to defraud the creditors of the 
assured, they will be entitled to receive out of the policy moneys a sum equal 
to the premiums so paid. 

The assured may appoint a trustee of the policy moneys, but, if no trustee 
is appointed, the policy on being effected will vest in the assured and his or 
her personal representatives, who may give a good discharge to the office for 
the policy moneys. 

When a policy eftected under the Married Women’s Property Act is offered 
as security, it is necessary in the first place to note who the beneficiaries are. 
If the policy is expressed to be for the benefit of a named wite (or husband), 
and/or named children, the persons named can, if of full age, create a good 
security by joining with the assured in mortgaging the policy. 

Such a policy, unless expressed to be for the benefit of the wife only if she 
survives the assured, confers on her an immediate vested interest, passing on 
her death in the lifetime of the assured to her personal representatives : Cousins 
v. Sun Life Assurance Society (1933). 

If on the other hand the expressions “ wife” (or ‘‘ husband’’) or “‘ children ” 
are used generally, not naming anyone, an after-taken wife (or husband) or 
after-born children would be entitled to benefit under the policy, and in such 
a case there is no way of making a good security of it. 


VALUATIONS 


For more than 60 years the name of LEOPOLD FARMER & SONS 
has been associated with the valuation of 


INDUSTRIAL PROPERTIES, PLANT AND MACHINERY 


An accurate valuation of property and plant may be utilised for a 


variety of purposes. It cannot, therefore, be over-emphasised that 
the opinion of value should carry the name of a firm of repute 


LEOPOLD FARMER & SONS 


Surveyors, Valuers and Auctioneers 


46, GRESHAM STREET, LONDON, E.C.2 
Tel. MONARCH 3422 
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Where a policy is effected by a father on the life of his child (and therefore 
not under the Married Women’s Property Act), and is expressed to be payable 
to the child on attaining 21, and during the child’s infancy the premiums are 
payable by the father and are repayable to him if the child dies an infant, it 
does not necessarily follow, as used to be generally supposed, that the policy 
money will belong to the child on attaining 21. It is a principle of the common 
law that a contract between A and B for the payment of money to C is not 
enforceable by C unless the contract creates a trust in his favour. 

Accordingly in Re Engelbach (1924) where the policy was in the terms set 
out above, and the father died during the child’s infancy but the child survived, 
and the policy money was paid to her on attaining 21, it was held that the 
money belonged, not to her, but to the father’s executors. 

Similarly, in Re Sinclair (1938), where a person effected an endowment 
assurance in his own name for the benefit of a godson, and died before the 
policy matured, it was held that the godson took no beneficial interest, and 
that the policy belonged to the estate of the assured. 

In Re Webb (1941), however, these two decisions were “‘ distinguished ”’. 
In this case a father took out a policy “ on behalf of ” his child payable to the 
child on or after attaining 21, and in the meantime the father or his repre- 
sentatives might terminate, continue or surrender the policy, and might assign 
or charge it, but all these powers were to cease on the child’s 21st birthday, 
and the child was then to become absolutely entitled to the policy, subject to 
any subsisting assignment or charge. It was held, on the death of the father 
during the child’s infancy, that the form of the policy showed that the father 
contracted wholly on behalf of and for the benefit of the child, and that there- 
fore the policy created a trust in the child’s favour. 

It will be noted that in the last-mentioned case the father was expressly 
empowered, during the child’s infancy, to mortgage the policy ; but generally, 
where the assured is expressed to be trustee for named beneficiaries, whether 
under the Married Women’s Property Act or otherwise, the concurrence of all 
the beneficiaries, if of full age, in any mortgage or charge is necessary, and until 
they are of full age no mortgage or charge can be created. 

Under the Policies of Assurance Act, 1867, assignees of life policies can sue 
on them in their own names, providing that notice of the assignment has been 
given to the assurance company, who may charge a fee of 5s. for acknowledging 
the notice, but some companies do not in practice make any charge for this. 

The Act provides that the date on which such notice is received is to 
“ regulate the priority of all claims under any assignment ”’ ; but this does not 
enable a second mortgagee of a policy who is aware of the existence of a first 
mortgage to obtain priority over the first mortgage by giving prior notice to 
the office: Newman v. Newman (1885). 

An equitable charge on a policy may be created by deposit of the policy, 
as with the title deeds of land, and a subsequent assignee or mortgagee cannot 
obtain priority over the equitable charge by giving prior notice: Spencer v. 
Clarke (1878). Following this decision it was held in Re Weniger’s Policy (1910) 
that where a person lends money on the security of a policy which is not handed 
over to him he has, if the policy is in the hands of a prior mortgagee, con- 
structive notice of the prior mortgage, and cannot gain priority over it by 
giving notice before the prior mortgagee does so. 
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It was held further that a second mortgagee is not under any obligation to 
give notice to a prior mortgagee of whose security he has notice, and that if 
the prior mortgagee makes further advances to the mortgagor, in pursuance 
of a fresh bargain and a further charge, the security in respect of the further 
advances has no priority over that of the subsequent mortgagee, if the latter 
gives prior notice to the assurance company. 

These decisions illustrate the extreme risk of making advances against a 
policy which the intending borrower alleges to be “ lost”, but which may 
possibly be in the hands of a prior mortgagee ; and they show that when 
taking a mortgage of a policy, or a further charge on it, the lender should 
always inquire of the assurance company whether notices of subsisting charges 
on it have been received. 

The usual form of a banker’s mortgage of a life policy is that of an assign- 
ment, with a proviso for reassignment on repayment. It is usual to provide 
that the banker’s power of sale as mortgagee may be exercised by surrender 
of the policy to the issuing company in lieu of selling it (though the latter is 
often the more remunerative course), and to include covenants by the mortgagor 
to pay the premiums, producing the receipts to the banker, not to do anything 
(such as going to reside in a tropical climate) which might cause the policy to 
be void or voidable, and that if any premium is not paid by the mortgagor the 
banker may pay it and may add it to the debt. It is usual also to provide that 
if the policy lapses or becomes void a fresh policy shall be effected at the 
mortgagor’s expense, and shall be subject to the mortgage. 

If any of these covenants by the mortgagor is broken, the banker’s power 
of sale or surrender will become exercisable immediately, but it must be 
borne in mind that at present, and so long as the Courts (Emergency Powers) 
Act, 1943, remains in force, no powers or remedies of a mortgagee can be 
exercised without the leave of the Court. 
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International Banking Review 


Argentina 


EW import control regulations have been introduced in Argentina. 
N Prior permits are now required for all imports, applications being made 

on the day following that on which a firm order is placed with the overseas 
supplier. At the same time, the system of exchange rates applicable to imports 
has been revised. The preferential selling rate is established at 15.03 pesos to 
the {, the basic selling rate at 17.03 and the auction market rate at 19.88. 
The special rates previously applied to imports of machinery and motor 
vehicles have been discontinued. The system of preferential exchange rates 
for imports from certain countries, such as neighbouring republics and Great 
Britain, has been withdrawn. 

The intention appears to be to apply the highest rate to luxury articles 
and to numerous consumer goods which local industry is able to produce in 
sufficient volume. The basic rate and the preferential rate seem to apply to 
capital equipment and other articles needed in Argentina’s national interest. 

A trade agreement has been signed with Switzerland covering the five 
years to 1951. Argentina will supply Switzerland with grain, linseed, food 
and other raw materials in exchange for which she will receive machinery, 
chemicals and various manufactured articles. Agreements with a number of 
other European countries, including Sweden, Holland and Poland, are to be 
negotiated. 

Australia 


Australia’s imports from the United States are being drastically cut in 
order to reduce Australian demands upon the sterling area “ dollar” pool. 
Only ‘‘ employment-producing materials ’’ and machinery are exempt. Experts 
say they do not know whether the position will be relieved in July when sterling 
accruing from current trade with the United Kingdom becomes freely con- 
vertible into dollars under the terms of the Anglo-American Loan Agreement ; 
though the decision will, of course, rest with the Australian authorities. 
A continued limitation of ‘“ dollar ’’ spendings, and consequently of requests 
for conversion of new sterling surpluses into U.S. exchange, would help to 
conserve Britain’s dollar resources. 

The Australian Stock Exchange Committee’s system for the freeing of 
stocks previously held at official maximum prices has operated with remarkable 
smoothness. 

Some 45 British and American companies are now concerned in the estab- 
lishment of new factories in Australia, involving a nominal capital of about 
£A2o0 millions. 


Brazil 


Decrees have been signed appointing the members of the Brazilian pur- 
chasing mission which is to come to Britain to discuss procurement of materials 
urgently needed by Brazil for rehabilitating and modernizing the transport 
system. In the talks which took place in London last year, it was agreed that 
the possibility of using Brazil’s sterling balances for this purpose would be 
explored. Meanwhile the Central Bank has announced that it is not prepared 
to accumulate further balances of sterling or of currencies not freely convertible. 
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Buying rates for all foreign currencies were recently altered slightly to 
include stamp duties and other expenses formerly paid by the exporter and 
now charged by the banks. The sterling buying rate has been reduced from 
Cr. 74.5550 to Cr. 74.0714 to the £. The selling rate remains at Cr. 75.4416. 

The devaluation of the currency continues to be widely discussed in the 
Press. When the International Monetary Fund announced initial parities 
towards the end of last year, it was stated that Brazil had requested more 
time for the determination of the cruzeiro’s value. 


Denmark 


The Danish Government has accepted the offer made by Britain in January 
of higher prices for additional supplies of food. In the period to the end of 
September, Britain is to receive 5,000 tons more butter, 30,000 tons more 
meat and an unspecified additional amount of bacon. The price for the 
extra butter is 36 per cent. above that payable under the general three-year 
agreement negotiated last August. It is believed that arrangements are also 
being made to facilitate Danish purchases of animal feeding-stuffs in the 
dollar area, the shortage of which is greatly retarding the full recovery of 
Danish agricultural exports. 

Denmark has also signed an agreement with Switzerland, whereby the 
latter will supply textiles, machinery, watches and chemicals to the value of 
Swiss Frs. 70 millions in exchange for agricultural products to the value of 
Frs. 80 millions. 

Germany 

An agreement has been reached between the Anglo-American and the 
Russian zones under which goods and raw materials to the value of Rm. 105 
millions will be exchanged. The Western zones will receive brown coal 
briquettes, pit props, wheat, potatoes, sugar, glass and newsprint, in exchange 
for which they will export iron and steel, dyes and chemicals to the Eastern 
zone. Agreement has also been reached on means of facilitating trade and 
travel between the zones through improved communications services. 

The Anglo-American zone authorities have also agreed with the French 
zone upon exports by the latter, during the first quarter of this year, of goods 
to the value of Rm. 66 millions, in exchange for goods worth Rm. 33 millions. 

The new Import-Export agency in the Anglo-American zone has arranged 
a contract with Norway for deliveries of bauxite. The export target for the 
Anglo-American area for 1947 is $350 millions. 


India 
The Government has imposed an export duty equivalent to 2}d. per lb. 
on tea. Exports in 1946 were in the region of 415 million lbs. and a still higher 
figure is in prospect for 1947. It is estimated that the Indian Exchequer will 
benefit to the amount of some £3} millions. 


Italy 


The stabilization of the lira on the basis of the present export lira rate of 
1,500 to the f£ is being widely discussed. Official discussions on Italian trade 
and monetary problems have taken place in Washington and it is believed 
that the British authorities are being consulted about measures for ending 
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the present complex system of exchange rates and checking the steady decline 
in the value of the lira. 

The recent political uncertainty has undoubtedly hampered economic 
progress. Subscriptions to the recent reconstruction loan totalled no more 
than 231 milliard lire against the 300 milliard or more which had been hoped for. 


Norway 


It is reported that Norwegian Government representatives will negotiate 
with U.S. interests for a new $10 million Bond loan. A credit agreement with 
the U.S. Import-Export Bank is also being arranged. In 1946, the adverse 
visible balance of trade amounted to Kr. 800 millions. Imports were at 
66% per cent. of 1938 levels and exports at 59 per cent. It is stated that any 
further expansion in imports is only possible if credit facilities can be arranged. 


Poland 


Although the U.S. State Department has sent a strongly worded note to 
the Polish Government concerning the recent elections, American economic 
assistance is not expected to be withheld. Credits, including $25 millions for 
the purchase of cotton and $70 millions for the purchase of coal-mining 
machinery, are said to be under consideration, and Poland should also benefit 
from the sums which Congress is granting for the purchase of foodstuffs for 
despatch to countries formerly assisted by UNRRA. In return, Poland is to 
be asked to guarantee the delivery of 10 to 15 million tons of coal annually 
to European areas now receiving U.S. coal. 

Spain 

The Budget figures for 1947 put expenditure at rather more than 14 milliard 
pesetas and revenue at 13 milliard pesetas. Of the year’s expected expenditure 
2 milliard pesetas is required for the Ministry of the Interior, an increase of 
25 per cent. on the figure for 1946. Military expenditure accounts for a little 
under one-half of the year’s total outgoings; the increase when compared 
with 1946 is of the order of 33 per cent. Agricultural credits account for less 
than I per cent. of total expenditure. 

Agriculture, the principal Spanish industry, continues to languish. Wheat 
production in 1946 was only 43 per cent. of the 1926 figure, while production 
of potatoes, at 52,000,000 quintals, was 50 per cent. down on the 1935 figure. 
Over the same period olive oil production dropped from 3.5 to 1.8 million 
quintals and sugar from 3.5 to 1.1 million quintals. Production is being 
severely handicapped by the lack of machinery, ploughing horses, mules and 
fertilizers. 

Sweden 


The Government has promised to examine the legal restrictions upon 
business activities, special attention being paid to the multitude of official 
forms. The turnover tax has been discontinued. Because of its abolition and 
because of the strained monetary situation, price control is to be tightened up. 

Electrification oi the State railways, it is reported, will be suspended after 
projects now in hand are completed. This decision has been taken because of 
lack of materials and shortage of labour. 
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By a Lecturer in Banking 


ITH the revival of overseas trade, bankers have been busy renewing 
Wit information on their files relating to the standing of importers and 

exporters. English law treats banks fairly kindly in the matter of 
giving status reports. This is as it should be, for the gathering and dissemina- 
tion of trade reports by an impartial organisation is a valuable business service 
which would soon cease were it to be turned by the courts into a dangerous 
trade. 

Since 1924 there seems to have been only one case bearing upon credit 
investigation—Batts Combe Quarry Co. v. Barclays Bank Lid. (1931). The 
plaintiffs were requested by one Archibald Turner, trading as Turner and Co., 
to supply him with goods on credit. Turner banked with the defendants, to 
whom the plaintiffs’ bank (Lloyds) addressed at the plaintiffs’ request an 
enquiry as to the means, standing and respectability of Turner and Co., and 
whether that firm might be considered trustworthy in the way of business 
for £500. 

In answer, Barclays Bank sent Lloyds Bank “in confidence, for their 
private use only, and without any guarantee or responsibility on the part of 
the bank or its officials ’”’ the information that Turner and Co. were respectable 
and considered trustworthy for their business engagements which should 
include the figure mentioned. That report was passed on to the plaintiffs, 
who thereupon supplied Turner and Co. with goods on credit to the value of 
nearly £350. That debt was not paid, and, seven months later, in reply toa 
further enquiry put through by the plaintiffs, the defendants stated that 
Turner and Co. were highly respectable and considered trustworthy for their 
business engagements. Satisfied with this answer, the plaintiffs refrained from 
taking immediate proceedings to recover the debt. Two months later, however, 
they brought a successful action, but when execution was levied it was dis- 
covered that Turner and Co. had no available assets. 

The plaintiffs then sued Barclays Bank for breach of duty, in that there 
was a failure to exercise reasonable care and skill to the best of the bank's 
knowledge in accordance with the material at their disposal. Plaintiffs’ 
counsel put forward figures which, he said, showed that the defendants 
manager knew the instability of Turner and Co. That firm had an overdraft, 
largely unsecured, of nearly £4,000, a reduction in which was being pressed 
for by defendants’ head office. Had not plaintiffs been lulled to sleep by the 
second satisfactory report, they could at that date have successfully pressed 
for payment, because three large cheques had just been credited to the firm's 
account. At the time of the renewed enquiry, at least, the defendants 
manager should have advised caution. 

The bank’s counsel submitted that there was no case to go to the jury, 
as no action lay in the absence of fraud, which was not alleged. The plaintiffs 
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were not customers, and so no duty was owed to them. The defendants’ only 
duty was to answer Lloyds Bank honestly ; this they had done, and counsel 
submitted that there was no evidence of negligence. 

Avory, J. gave it as his opinion that counsel for the defendants had estab- 
lished his case. The only duty, if any, to the plaintiffs was not to be negligent, 
and he could find no evidence of negligence. He therefore directed the jury 
to give a verdict for the defendants. 

On the pleadings put forward by the plaintiffs it is hard to see how they 
could possibly have expected to have succeeded in their action; for they 
were not in any contractual relationship to the defendant bank. The only 
ground on which they might have won the day was if negligence or fraud had 
been established against the bank. Fraud was never alleged, but negligence 
was, and the judge’s cautious summing up suggests that, if negligence had been 
present, there might have been a case for damages. In principle, one cannot 
avoid feeling some regret that the law on this matter could not be carried to a 
further point of certainty. 

But supposing, as must so often be the case, that the enquirer and the 
party about whom information is sought are both customers of the same 
bank, though with accounts at different branches. Here, the enquirer enjoys 
a contractual relationship absent in the case just considered. He makes an 
enquiry and receives a wrongful optimistic report, given in good faith, which 
misleads him into granting credit to an unsound concern. He suffers a resultant 
loss and looks to his banker to make good that loss. How will he fare? In 
the absence of a judgment based on such an arrangement of facts it is impossible 
to say, but the actual words in which the information is given must surely 
have significance. In the Batts Combe Quarry case, Barclays Bank offered 
their report specifically ‘‘ without any guarantee or responsibility on the 
part of the bank or its officials’. Those words should make a difference ; or 
surely they make a difference if it can be shown that it is a generally known 
market custom that information of such a type is asked for and given only 
on the assumption that no liability attaches to the giver except for negligence 
or bad faith. If a bank negligently supplies its customer with wrong informa- 
tion, Mr. Justice Avory’s summing up justifies a supposition that the bank 
would be liable for any loss, irrespective of the saving clause used by the 
defendant bank in the present case ; but there can be no certainty about this. 

The Batts Combe Quarry case naturally fails to touch on the other practical 
difficulty which confronts any British bank which is called upon to give infor- 
mation—to what extent is it liable to be shot at by any person or concern 
on which it reports adversely ? Here we enter a most difficult branch of law, 
that of defamation, and it is extraordinary that neither before nor since 1924 
have we any guidance upon the banker’s position from a decision of the courts. 
Nevertheless, banks know enough about the general working of our libel 
laws to have a wholesome fear of appearing as defendants, and so have become 
— at taking evasive action—and there the matter must for the present 

e leit. 
INCOME TAX 

Prior to 1914 there were few legal decisions concerned with claims relating 
to income tax assessments. As the level of direct taxation rose, however, it 
became worth while to fight actions for exemption; and nowadays, when 
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taxation may claim nearly the whole of a particular sum, the ingenuity of 
lawyers is not unnaturally called in to avoid heavy claims or to establish the 
right to large allowances. 

Holder and another v. Inland Revenue Commissioners (1932) is an important 
leading case, for it carries the authority of the House of Lords. The appellants 
(Holder and another) guaranteed the bank overdraft of Blumfield Ltd. and 
undertook “ to pay and satisfy to the bank all and every sum or sums of money 
which shall at any time be owing to the bank . . . on any account . . . together 
with... all interest, discount and other bankers’ charges.’’ From 1920 onwards 
Blumfield Ltd. was continuously indebted to the bank, and interest on the 
debit balance was debited half-yearly and added to the principal. There 
were various in-payments, but on balance the overdraft grew. Eventually, 
the guarantors had to make good their obligations to the tune of over £64,000, 
of which approximately £18,000 represented interest. 

Section 36 (sub. s. 1) of the Income Tax Act, 1918, lays down: ‘‘ Where 
interest in the United Kingdom on an advance from a bank . . . is paid to the 
bank without deduction of tax . . . the person by whom the interest is paid 
shall be entitled . . . to repayment of tax on the amount of the interest.” 
Armed with this information the guarantors of Blumfield Ltd. claimed a 
tax allowance on that part of their payment representing bank interest, and 
they thought it worth their while to proceed to the House of Lords from an 
adverse decision of the Court of Appeal. 

Viscount Dunedin, with whom the other members of the court agreed, 
held that interest payable on an advance from a bank means interest on an 
advance made to the person paying. The guarantor does not pay on an advance 
made to him, but on his guarantee ; his debt is his debt under the guarantee, 
not a debt in respect of an advance made to him. That settled the point and 
the guarantors were therefore unable to recover any part of the sum they had 
had to pay over to the bank. 

Though the matter was settled as far as guarantors were concerned, the 
House of Lords left in the air the question of whether the debiting of the 
account necessarily meant a payment of interest by the principal debtor. 
This point came before the same tribunal in 1938 in the case reported as 
Paton v. Inland Revenue Commissioners. In the Holder case, the Court of 
Appeal had held that interest debited to the account of an ordinary customer 
had ipso facto been “‘ paid” by him, and the House of Lords, in reversing the 
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appellate decision, had not found it necessary to examine that particular 
finding, the final decision having been arrived at on another consideration. 
In the Paton case the facts were as follows: A man named Fenton borrowed 
various sums from his bank and his account was debited half-yearly with large 
sums for interest, the increased balance being carried forward. Later, Fenton 
executed two deeds of arrangement and the trustee thereunder sought to 
establish that the interest in question had been “ paid to the bank without 
deduction of tax out of profits or gains brought into charge to tax ”’ and so, 
under Section 36 of the Income Tax Act, 1918, was entitled to be brought in 
for the taxpayer’s benefit in any tax reclamation. In view of the Court of 
Appeal’s decision in the Holder case, the two lower courts felt bound to find 
against the Income Tax authorities but the House of Lords unanimously 
held that interest “ paid’’ by a mere increase of the debit balance was not 
paid within the meaning of the section and so could not attract an income 
tax rebate. Dealing with the cryptic words “ out of profits or gains brought 
into charge to tax’’, Lord Maugham said that, whatever they meant, they 
implied a payment by an exercise of volition on the part of the payer and 
pointed in the direction of something more than could be established by the 
presumption of an advance by the bank applied nolens volens so far as the 
customer was concerned in discharge of accrued interest due from him. 
This decision of the House of Lords killed, once and for all, the “‘ agreeable 
fiction whereby debts are to be deemed to be paid without payment”, a 
fiction originally devised by the ingenuity of lenders seeking a method of 
obtaining compound interest without contravening the usury laws. 


A TWENTY-YEAR RETROSPECT 


That completes our survey of the salient decisions of the period 1925-45 : 
the various heads under which they have been examined, and the issues in 
which they have appeared, are indicated in the Note below. What, in broadest 
outline, are the most outstanding effects of the case-law of these twenty years ? 
Much depends, of course, upon the point of view. Let us assume that in 
this context two aspects of a banker’s work are of primary importance— 
the collection of cheques and the lending of money. 

For a long time ahead the Savory decision is likely to prove the leading case 
for the collecting banker ; it ran through the whole range of the courts and at 
every stage provided warnings to any cashier who accepts for A cheques made 
payable to B. Warnings, be it noted, not prohibitions. The job of a cashier 
or any other banker would be simple were he hedged about with prohibitions 
—but warnings, being merely warnings, demand from the banker a high level 
of discriminating and intelligent judgment, and the consequences of the lack 
of such judgment may be serious. The Savory case, discussed in THE BANKER 
for May, 1946, gathered together in a neat bundle nearly all the previous 
collecting bank cases and laid them as an inescapable though unwanted 
burden at the doors of all the banks. One danger to the collecting banker it 
did not touch on—the danger from pressing for repayment of an advance; 
that was dealt with in Reckitt v. Midland Bank, and noted in THE BANKER of 
June last. The Slingsby case (a paying-cum-collecting decision) is also full 
of practical points. It was treated at length in the July issue and leads on to 
the paying bank decisions discussed in the following month. 
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On the question of the lending banker, what the bank man needs in practice, 
perhaps more than anything else, is guidance on issues arising from documents 
of title to goods. Here the most important and instructive decision was that 
in Lloyds Bank v. Bank of America, discussed in October last ; the rather less 
important Rayner decision was dealt with in November. On bankruptcy law, 
the fundamentals were well illustrated in Anglo-South American Bank vy. 
U.D.C. of Withernsea, analysed in the article of last December. These cases, 
of course, are only a few of the high lights among the large number of legal 
decisions considered in these pages during the past year. Readers who have 
worked their way through the whole series will hardly need to be counselled 
to pass now beyond the two decades here reviewed and glance at some ve 
recent decisions—notably, Re Kent v. Sussex Saw Mills Lid., a decision 
(reported in the Jmstitute of Bankers’ Journal last January) that touches on 
company law, the lending banker and war-time banking practice, and the 
important guarantees case discussed by another contributor to THE BANKER, 
in the issue of October last. 





Previous articics im this series have discussed the principal cases under the following heads : 

COLLECTING BANKER: May, June and July, 1946. 

PAYING BANKER (General): July and August, 1946. 

PAYING BANKER (Garnishee Orders) : September, 1946. 

LENDING BANKER-Guarantees ; Limited Companies : Septemb and October, 1946. 

LENDING BANKER—Documents of Title to Goods ; Insurance Pol scies : October and 
November, 1946. Bankruptcy: December, 1946. 

MISCELLANEOUS CASES—Bilis of Exchange: December, 1946. Payment by 
Mistake: February, 1947. 


Publications 


Bretton Woods— For Better or Worse. By R. G. Hawtrey (Longmans 
Green & Co., 7s. 6d.). At first glance, there seems little in common between 
those erudite works on monetary theory, with which Mr. Hawtrey’s name 
was associated between the wars, and the popular little treatises on current 
economic topics in which he now indulges. But in fact the familiar character- 
istics are still discernible—pre-occupation with the monetary aspect of the 
trade cycle, a belief in Bank rate as an instrument of control, and an emphasis 
upon the part played by fluctuations in traders’ stocks in the causation of 
boom and slump. 

It is true that these issues are not very directly relevant to Bretton Woods; 
but they play a large part in the argumentation of this book. Now opinion 
in this country is generally inclined to accept the view that, with the use of all 
weapons, a high and stable level of employment can be achieved. But to say 
that ‘‘ severe depressions need never occur unless central banks or monetary 
authorities of set purpose bring them about ”’ is surely to conve rt an aspect of 
truth, by over-emphasis, into positive fantasy. This is the result of paying 
such scanty attention to the place of long-term investment iu the causation 
of the trade cycle and, consequently, to the importance of th» long-term rate of 
interest and the major difficulties of adjusting it rapidly and frequently. 

Believing that depression results only from the over-violent correction of 
a developed inflation, Mr. Hawtrey’s main attack is directed against “ expan- 





his 
its 
of 

cor 
the 
use 
me 
loss 


or ¢ 


pos 


cre 
tio 
hig 


sta 
litt 


of 
cro 





‘ice, 
nts 
hat 
less 
aw, 


ses, 
gal 
ave 
lled 
ery 
ion 


the 
ER, 


246. 
and 


by 


ns 
en 
ne 
nt 
er- 
he 
sis 
of 


S; 
on 
all 
ry 
ry 
of 
ng 
yn 
of 


of 


a 


_ PUBLICATIONS 209 











sionism ”’, which he takes to underlie the conception of the Monetary Fund. 
He accuses central bankers and other authorities of being unaware of their 
responsibility to maintain stability, and is above all concerned that expansion 
shall be halted in time to prevent the sequence of boom-and-bust. Surely it is 
unreasonable, in view of savings exhortations and investment controls here, 
or Mr. Truman’s recent recommendations in the United States, to accuse the 
authorities of unlimited expansionism, even though one may fear that their 
anti-inflationary policies may be inadequate or ill-chosen or may be inhibited 
by political influences. The way may be more difficult to find than Mr. Hawtrey 
supposes, and, as he points out, is in any case by no means easy to follow. 

In so far as he has little confidence that national economies and currencies 
will be stabilised, Mr. Hawtrey objects to the partial fixing of exchange rates 
in the Monetary Fund agreements. Thus we find him in unholy alliance with 
his enemies, the expansionists. ‘‘A country’s nght to alter the par value of 
its own currency should never be parted with’. He distrusts the effectiveness 
of the Fund’s obligation to permit exchange rate alterations necessary to 
correct fundamental disequilibrium. But he shows some confusion between 
the use of devaluation as a lever to bring about recovery at home—whenits 
use causes further depression abroad—and its use in association with eftective 
measures of internal reflation, when it merely prevents these from causing a 
loss of exchange and leaking out into the world outside. He also seems to 
believe that a day-to-day continuous adjustment of exchange rates is necessary 
or desirable. Again, in his discussion of the objections to exchange fluctuations, 
he regards the forward exchange market as an almost complete panacea and 
overlooks the effects on long-term lending and business men’s forward plans. 

On the other hand, he has no objection to the return to multilateral finance 
and trading. He does not believe we could in the long run have gained much 
by bilateral currency technique as a means of exploiting our status as the 
great consumers to force our exports. But he ignores in this the aspect on 
which the more sophisticated opponents of Bretton Woods multilateralism 
concentrate—the possibility of creating a planned high-level trade bloc 
which might carry on without being affected by outside depression. By 
Bretton Woods, say these critics, Britain is tied to America for richer, for 
poorer—and the scarce currency provisions would come too little and too 
late to avoid another 1931. One may not agree—but at least this is the real 
case against multilateralism. 

Following a passing reference to the International Trade Organization pro- 
posals, Mr. Hawtrey hits a large nail squarely on the head. Non-discrimination, 
lower tariffs, abolition of quotas and the rest—these are excellent things, and in- 
crease realincome. But “it isa mistake to look for any material part of the solu- 
tion of the problem of general unemployment in international trade policy”. A 
high and steady level of employment depends on suitable national internal 
policies. Certainly, stabilisation by all facilitates stabilisation by each ; but 
stabilisation by each is the means of approaching it. Freer trade can help but 
little in this particular matter (though without proper financial technique it 
can impede). Full or at least fuller employment is, however, the condition 
of freer trade, and a repetition of the 1931 depression would lead to a higher 
crop of restrictions and reduce to waste paper all the agreements to the contrary. 

EDWARD CHARLES. 
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Appointments and Retirements 


Barclays Bank—Sir William M. Goodenough, Bart., deputy chairman, has been elected chairman 
of the Board of Directors, in place of the late Mr. Edwin Fisher. 


District Bank—Head Office: Mr. J. Aspin and Mr. F. B. Cooke to be assistant inspectors 
Stretford : Mr. E. Patterson to be manager. 


Lloyds Bank—Mr. Leonard David Williams, F.C.A., of Gadairwen, Groesfaen, Pontyclan 
Glamorganshire, has been elected to a seat on the Board. Head Office: Mr. C. H. Wigg to bea 
general manager’s assistant. Mr. J. R. White, from 40, Victoria Street, S.W., has been appointed 
for special work under the general managers. Advance Department : Mr. G. C. Gardner, a 
general manager's assistant, to be a controller. Chief Inspector’s Department: Mr. S. W. 
Brooks, from Bermondsey, S.E., Mr. H. V. Collard, from Westcliff-on-Sea, and Mr. J. E. Griffiths, 
from Pontypridd, to be inspectors. Stationery Department : Mr. C. S. Winsley, of the depart- 
ment, to be assistant superintendent. Ashford, Kent: Mr. C. R. Daniels, from Worthing, to be 
sub-manager on retirement of Mr. S. A. Madge after 44 years’ service. Baldock : Mr. J. W. Taylor, 
from Norwich, to be manager on retirement of Mr. F. R. Thompson after 45 years’ service. 
Bermondsey, S.E.: Mr. K. R. Jones, from Finsbury Circus, E.C., to be manager. Btlstom: Mr. 
J. A. Hammonds, from Wednesbury, to be manager on retirement of Mr. W. I. Garratt after 
44 years’ service. Cardiff Docks: Mr. R. Pinney, from Cardiff, to be sub-manager. Grimsby 
(also Grimsby Docks) : Mr. E. R. Corbett, from Scunthorpe, to be manager. Kingsbridge: Mr. 
D. R. McMaster, from Torrington, to be manager on retirement of Mr. T. Maye after 44 years’ 
service. Nailsworth: Mr. S. J. N. Fenton, M.B.E., from Colmore Row, Birmingham, to be 
manager. North Shields (also Tynemouth) : Mr. R. R. Dobson, from Grimsby, to be manager on 
retirement of Mr. J. N. Wilson after 44 years’ service. 399, Oxford Street, W.: Mr. H. C. Spiers, 
of 399, Oxford Street, W., to be sub-manager. Penryn: Mr. W. L. M. Gunn, from St. Austell, 
to be manager on retirement of Mr. J. L. Prideaux after 42 years’ service. Pontypridd: Mr. 
R. W. L. Price, of the inspection staff, to be sub-manager. Scunthorpe: Mr. W. Fish, from Ips- 
wich, to be manager. Shrewsbury : Mr. S. T. Rudge, from Nailsworth, to be assistant manager. 
Southampton Row, W.C.: Mr. W. L. J. Clarke, from Head Office, to be manager. Sunderland : 
Mr. R. S. Hunter, from Shrewsbury, to be manager on retirement of Mr. T. A. H. Rowsell after 
44 years’ service. Torrington: Mr. W. Hollow, from St. Mary’s, Isles of Scilly, to be manager. 
40, Victoria Street, S.W.: Mr. P. S. Eyres, from West Smithfield, to be sub-manager. Westcliff 
on-Sea (also Pitsea) : Mr. C. J. Leary, from Havant, to be manager. Wolverhampton : Mr. C. 
Newton, of Wolverhampton, to be sub-manager. India and Burma—Calcuita : Mr. G. Byron, of 
Calcutta, to be sub-manager. Chowringhee, Caicutta: Mr. B. A. Watt, acting manager, to be 
manager. New Delhi : Mr. U. St. V. Earée, acting manager, to be manager. Rangoon: Mr. H.C. 
Gotts, acting manager, to be manager. Rawal Pind: : Mr. J. MacGregor Gray, acting manager, 
to be manager. 

Martins Bank—Blackhill and Shotley Bridge : Mr. T. Hopper, of Shotley Bridge branch, to be 
manager of these branches in succession to Mr. A. Smith, who has retired after 43 years’ service. 
Bridlington: Mr. A. L. Paylor, from Castleford, to be manager. Hull: Mr. G. H. Clark, of 
Bridlington, to be manager in succession to Mr. C. C. Russell, who has retired after 36 years’ 
service. Liverpool, Kensington : Mr. T. M. Mason, from head office relief staff, to be manager in 
succession to Mr. G. H. Grimshaw, who has retired after 42 years’ service. 


Midland Bank—Head Office : Mr. L. D. Hanson, of Cornhill, to be a general manager’s assistant 
on retirement of Mr. H. Watson. Mr. A. R. Shepherd, of Granby Street, Leicester, to be a branch 
superintendent in succession to Mr. M. Doig. London, Threadneedle Street : Mr. A. H. Dixon to 
be deputy assistant manager. London, Cornhill: Mr. N. F. Cooper, of High Street, Hounslow, 
to be assistant manager. Banbury: Mr. D. L. Frame, of Promenade, Cheltenham, to be manager 
on retirement of Mr. H. de C. Peach. Barry Docks: Mr. J. C. Davies, of Cardiff Docks, to be 
manager on retirement of Mr. E. L. Barker. Barton-on-Humber : Mr. H. T. Love, of Victoria 
Street, Grimsby, to be manager on retirement of Mr. C. F. Taverner. Bath, Milsom Siveet: 
Mr. R. A. Lyon, of Lymington, to be manager. Croydon, South End: Mr. W. C. K. Bailey, to 
be manager of this branch, formerly under the same management as High Street, Croydon. 
Dartmouth : Mr. P. Harvey to be manager. Exeter, Exe Bridge: Mr. H. E. Rowland, of Dart- 
mouth, to be manager. Horsforth: Mr. H. E. Weston, of North Street, Leeds, to be manager on 
retirement of Mr. G. E. Trenam. Leamington Spa, 33 The Parade: Mr. H. Betts, of Temple 
Row, Birmingham, to be manager on retirement of Mr. A. Brecknell. Pendleton : Mr. J. Thomson 
to be manager of this branch, formerly under the same management as Salford. Plymouth, 
Mutley: Mr. H. Wood, of Torquay, to be manager of this branch, formerly under the same 
management as 114 Tavistock Road, Plymouth. St. Austell : Mr. W. K. Pallett, of Liskeard, to be 
manager on retirement of Mr. P. Raggett. Twickenham: Mr. G. J. E. Wells to be manager on 
retirement of Mr. L. W. G. Ward. 
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~ Economic Survey for 1947 
' 
~" Further Tables compiled from Cmd. 7046 
(See Article on pages 161-7) 
tors 
IMPORT PROGRAMME FOR 1947* 
ton {mn. 
nted Food and supplies for agriculture .. ¥ boa - - 725 
‘- Raw materials and supplies for industry .. ea ai sg 525 
ths Machinery and equipment pe ships) a os = 60 
art- Petroleum products .. ‘ih Re x - 55 
> be Tobacco we - 55 - ‘3 > + na 50 
_ Consumer goods ie - o - < i" oa 35 
Mr Serres 
fter 1,450 
isby es 
. * Film remittances estimated at £18 millions (deducted from invisible income in table on page 163). 
- VOLUME OF EXPORTS AND IMPORTS 
a (1938 = 100) 
Mr Exports Imports 
PS- 1945— 
"y 3rd quarter bie jis eS 40.2 61.7 
me 4th quarter se sie , 55.8 53-0 
er. 1946— 
iff- Ist quarter ee or re 84.2 63.2 
FS 2nd quarter i ing 54 98.0 68.7 
a 3rd quarter a ii - 104.3 90.5 
Cc 4th quarter ae ms as 33.2 2.2 
r 1947— 
Average for year .. me ‘3 125/130* 80/85 
be Rate at year-end .. = ‘ 140 — 
f * Estimated from official figure of {1,200 millions for year, allowing for some rise in prices 
5" compared with 1946 ; index figure would be 133 if no price rise is assumed. 
in ed 
DISTRIBUTION OF INVESTMENT OUTLAYS 
eS Percent. Per cent. 
2 Construction — 
, Housing... ‘s - ‘va re 20 
r New industrial building 6 6 
e Other building and maintenance, ‘including war 
‘4 damage repairs i ay i “i 22 
0 : 48 
7 Plani— 
| Electricity, gas, Post Office a - 9 
Roads, bridges, docks, harbours, canals, a 4 
Railways, comme rcial road vehicles, ores 
' and civil aviation wa 15 
‘ Plant for industry, mining and agriculture = 24 
| ae 52 
| 
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Tables from Economic Survey (Cmd. 7046) 


DISTRIBUTION OF MAN-POWER 





(000’s) 
Dec., 1946 Dec., 1947 

Coal industry* et a 7 en nis 730 770 
Public utilities ab ee - a as 258 275 
Transport Pe 23 i - oa is 1,373 1,370 
Agriculture and fishing ig af me a 1,081 1,120 
Building and civil engineering... ie ea 1,250 1,300 
Building materials and equipment as - 628 650 
Metals and engineering... + i - 2,811 2,840 
Textiles and clothing a i“ ~ ‘a 1,405 1,475 
Other manufactures “3 Sy sta 5 2,186 2,225 
Distribution and consumers’ services... ni 4,270 4,325 
Public service he me = a . 2,130 2,050 

18,122 18,400 








* [ncludes administrative and all other workers. Wage-earners on colliery books numbered 
692,000 in December, 1946, and the target is to raise this to 730,000 by December, 1947. 
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1943 


1944 


1945 


1946 


1942 


1943 


1944 


ek Sen 
Banking Statistics 
National Savings 


(£ millions) 
(1) Small Savings 


Savings Savings 
Certi- Defence Savings Certi- Defence Savings 
ficates Bonds Banks Total ficates Bonds Banks Total 
(net) (met) (net) Small (net) (net) (net){ Small 
mes I i. 70.7 32.8 87.3 190.8 1946 Jan. .. Ye 20.9 48.9 76.9 
E «ss £086.15 50.1 85.0 243.2 Feb. .. 4.3 19.8 36.9 61.0 
7 «(O78 «610.2 «66.3 «(198.3 Mar. .. '.7 28.3 34.6 $7.6 
1 aa 42.9 23.7 71.8 £33.79 Agk. .. 1.0 36.3§ 16.3 53.6§ 
Vv 5 
ong. Exe 55-4 20.8 98.0 174.2 pond ig Pee 7 —— a 
aa << — - oe July Be ane pe “3 : 
/ , . july .. -4 5-5 8. 12.2 
«se 6 «6G TSS 71.9 135.9 Aug: .. —O2 re 14.9 19.1 
ay és 34.9 18.9 69.6 123.4 Sept. .. 0.4 3.5 12.6 16.5 
1945 I .. 44.3 19.8 108.7 172.8 Oct. 2.8 4.8 17.9 25.5 
= 28.1 58.5 978.5. 1827.7 Nov. 3.8 11.0 4.§ 16.3 
[ae 12.1 30.3 99.7 142.1 Dec. 4.2 2.1 —-10.6 —4.3 
IV .. 39.2 87.2 76.4 202.8 1947 Jan. o.7 10.6 14.4 33.7 
1946 I .. 13.2 62.€ 120.7 195.9 Feb. .. 5-0 4-7 15.2 25.5 
a I.0 95.9 36.2 133.1 § Totals and apportionment between months 
a '3.4 36.6 47.8 amended to allow for adjustment in official 
EV es 10.8 17.9 11.8 40.5 figures. {Including Release Benefit Accounts. 
(2) Large Savings 
National Interest National Interest 
War Savings free Total War Savings free Total 
Bonds Bonds Loans Large Bonds Bonds Loans Large 
1942 I .. 203.8 223.7 3.9 431.4 1945 ie -4 95.9 1.2 97.5t 
avs 62.8 94.9 1.9 159.6 Ir .. 26.1 81.4 -5 108.0f 
IIT .. 140.4 105.8 1.8 248.0 III .. 188.1 207.8 -6 396.5 
nV... 8930 977.6 2.5 233.3 IV .. 211.8 571.3 -3 783.4 
1946 mG = 3.6 -4 3-5 
: Be as — 288.0 — 287.9 
1943 I .. 178.7 178.4 2.4 359.5 im .. - 129.9 — 129.9* 
R.. ++ 209.7 153.1 2.1 364.9 IV .. — 1§2.3 — 152.3¢ 
oe 159.3 88.4 1.4 249.1 sails naceranarisie 
IV... 130.6 66.6 3.2 200.4 24%, TREASURY STOCK$§ 
Total 
iogg EC C298 2.9 267.1 1946 Nov. c+ TORTS 108.15 
Tt 4. 224.0 268.9 3.2 986.1 Dec. .. -» 44.10 152.25 
Me <. @64 JEi2 -9 166.4 1947 Jan. .. -- 25.60 177.85 
IV 142.2 68.3 .§ 211.of Feb. .. os 0,10 177.95 


+ Excluding Exchequer Bonds: 1944 1V, £37.3 mns.; 19451, £165.2mns.; 1945 II, 124.4 mns. 
* Savings Bond Tap suspended July 9, 1946. { 2}% Treasury Stock. § Tap suspended January 
II, 1947. 


Floating Debt 
Feb. 23, Jan.25, Feb. 1, Feb. 8, Feb. 15 Feb. 22, 
1946 1947 1947 1947 1947 1947 
£m. fni. £m. fm, £m. £m. 
Ways & Means Advances : 
Bank of England i ~- - — 9.0 — 
Public Departments .. 382.1 395.1 427.2 439.7 469.7 446.5 
Treasury Bills : 
Tender hia .s 2720.0 2145.0 2145.0 2145.0 2155.0 2165.0 
Tap 7“ in se 2540.2 2461.6 2435.2 2418.2 2441.3 2506.6 
Treasury deposit receipts .. 1572.0 1657.5 1633.5 1600.0 1540.0 1508.0 











6214.2 6659.1 6640.8 6602.9 6615.1 6626.1 
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32 LOMBARD STREET, 
LONDON, E.C.3. 


Incorporated with 


50 Years of 


American Banking Service 


in England 


On Ist Marh, 1697, the Guaranty 
rrust Company of New York estab- 
lished its first London Office in 
Plough Court, Lombard Street. 

So commenced a new chapter in 
the history of American banking, and 
in the course of fifty eventful years 
since that day this Company has 
endeavoured to play its full part in 
the development of Anglo-American 
trading and financial relations, and 
in doing so to uphold the best 
traditions of the great monetary 
centres on both sides of the Atlantic. 


Guaranty Trust Company 


of New York 


NEW YORK 


BRUSSELS 





BUSH HOUSE, 
ALDWYCH, W.C.2. 


limited liability in the State of New York, U.S.A. 
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Treasury Deposit Receipts 


Including 
prior Outstanding 
Raised Redeemed Encashmentsft (end of period) 
Monthly* : £m. £m. £m. £m. 

i 1945 Aug. 25 290.0 237.0 24.5 2185.5§ 
Dec. 31 320.5 527.0 69.5 1636.5 

1946 Jan. 26 139.5 77.5 4.5 1598.5 

Feb. 23 210.0 236.5 5.5 1572.0 

March 30 455.0 468.0 “4 1559.0 

April 27 430.0 446.0 6.5 1543.0 

May 25 = 60.0 19.0 1483.0 

June 30 190.0 282.5 ae 1390.5 

July 27 225.0 136.0 ae 1479.5 

Aug. 31 455.0 287.5 Pe 1647.0 

Sept. 30 500.0 308.0 re 1779.0 

Oct. 26 380.0 416.0 oe 1743.0 

Nov. 30 ~ 0.5 a 1742.5 

Dec. 31 131.0 197.0 os 1676.5 

1947 Jan. 25 194.0 213.0 are 1657.5 

Feb. 22 210.0 359-5 . 1508.0 


* Periods ended on last Saturday in each month, except at final month in each quarter. 
+ Figures to May 25, 1946, when last Monthly Debt Return appeared ; since then no figures 
of pre-encashments have been published. § Peak total. 


WEEK-TO-WEEK BORROWING 





Net New Net New 
Week eadied: Raised Redeemed Borrowing Week ended: Raised Redeemed Borrowing 
1946 moe. 2 « - — 
} July 20 .. 0.5 — 0.5 7 ) 
» 27 eo 25.0 25.0 os 16 os — - 
2 - 0.5 oO 
Aug. 3 .«. 25.0 25.0 30 a . bia 
oe {0 ie 40.0 --- 40,0 ie ut 
fs «. te 68.5 101.5 nee ie, ce ay ae 
» 24 «. 290.0 138.5 ct. 5 ee | Dee 83.5 ~ 13-5 
a SE as 70.0 80.5 10.5 ayes S0.9 meee = ees 
pI 1.0 13.0 12.0 
Sept. 7 .. 160.0 114.5 44.5 1947 
o S&H «+ 106.0 118.0 42.0 Jan ~ siete ae se 
ae 80.0 16.5 63.5 7 wil — ge 
» 30 .. 100.0 119.0 19.0 ge - 5-5 ie 
o = 23.5 23.5 
Oct. 5 .. 160.0 165.5 5.5 Feb. x .. - 24.0 ~ 24.0 
a 2 «os Be 138.5 1.5 S ss _ 33.5 —~ 22.5 
on” GH as 80.0 00.5 —— 10.5 pe oe cx 80.0 140.0 --- 60.0 
“ Se es 21.5 . 23.5 oe 22 os Se 1620 32.0 
Ordinary Revenue and Expenditure 
Year to Ord. Ord. By Ord. Ord. 
Mar. 31 : Exp. Rev. Deficit Quarters Exp. Rev. Deficit 
£m. #m. £m. £m. ém. £m. 
1937 +: 830.1 823.3 6.8 1944 I .. 1562.2 i18r.t 381.1 
1938 .. 898.1 872.6 25.5* a + 1420.3 604.7 > 
ae ae <« 3gag.8 734.0 789. 
1939 ++ 1054.8 927.3 rg iv. 1502.0 cs bay. 
1940 -. 1809.7°* 1049.2 700.5 1945 I .. 1609.8 1246.7 362.9 
194! os 3867.2 1408.g 2458.3 HW -2.0 3300-9 611.0 695.3 
1942 «. «4775-7 «2074.1 = 2701.6 IIL .. 1443.7 75°.5 693.2 
1943 .. §623.2 2819.9 2803.3 [Vv ..« 2300.2 667.8 718.4 
; : 1940 I .. 3337.4 1253.5 83.9 
1944 ++ 5788.4 3038.5 2749.9 Il .. @et.o 629.6 273.0 
1945 -- 6057.8 3238.1 2819.7 III .. 918.3 712.1 206.2 
1946 -- 5474.8 3284.5 2190.3 IV .. 862.1 738.06 122.5 


* Allowing for loan expenditure. 








ture§ Revenue ture§ Revenue 
{m. {m. {m. £m. {m. £m. 
1938 19.2 17.0 a.2 1945 Feb. 24 123.4 110.9 12.5 
1939 28.8 138.8 10.0 Mar. 31 133.7 75.1 58.6 
1940 63.9 24.0 39.9 April 28 100.2 50.2 50.0 
1941 88.5 36.0 52.5 May 26 87.8 39.6 48.2 
1942 102.6 50.2 52.3 June 30 112.8 50.6 62.3 
1943 110.7 55-- 55-2 July 28 107.8 61.2 46.5 
1944 114.8 61.0 53-7 Aug. 25 103.8 49.5 54.3 
1945 110.4 62.9 47.0 Sept. 30 116.9 59.9 50.9 
1940 55.4 63.9 21.5 Oct. 27 107.1 52.9 54.2 
Nov. 24 104.5 49.0 55-5 
Period Ended : Dec. 31 107.5 50.6 56.0 
1944 Jan. 29 112.3 113.3 2.3* 
Feb. 26 122.5 97-7 24.8 
Mar. 31 123.5 70.2 53.3 1946 Jan. 26 82.2 99.8 17.0* 
April 29 109.6 45.6 64.0 Feb. 23 97.6 114.1 16.4* 
May 27 109.6 50.5 59.1 Mar. 31 126.1 82.9 43.1 
Jane 30 108.7 43.3 65.4 April 27 89.0 55.2 33.8 
July 29 112.0 57.6 54.4 May 25 67.5 49.1 18.4 
Aug. 26 107.5 53.1 54.4 June 30 77.3 42.7 34.6 
Sept. 30 123.6 56.7 66.9 July 27 68.5 54-9 13.6 
Oct. 28 118.6 52.5 66.1 Aug. 31 100.9 58.4 42.5 
Nov. 25 110.2 47-3 62.9 Sept. 30 73.1 48.7 24.5 
Dec. 31 116.5 49.8 66.7 Oct. 26 67.7 54.8 12.9 
Nov. 30 84.8 67.2 39.9 
1945 Jam. 27 112.4 Iir.t ‘2 H Dec. 31 ot .3 45.0 32.3 
§ Ordinary expenditure plus other expenditure (excluding sinking funds but including 
expenditure of a capital nature). * Surplus. 
Tax Certificates 
Paid Net Paid Net 
Raised Off Raised  Issue* Raised Off Raised  Issue* 
sm. £m. ém. {m. fm. im. £m. £m. 
1943 Jan. .. 48.7 24.7 23.9 493.9 1945 Feb. .. 62.6 112.3 —49.7 683.9 
Feb. .. 45.3 70.3 —25.0 468.9 Mar. .. 65.5 66.7 —1.2 682.7 
Mar. .. 46.3 72.1 —-25.8 443.1 Age. .. 23.5 16.4 8.9 691.6 
Apr. 26.3 2.0 14.3 457-4 May .. 33.1 12.9 20.2 711.8 
May .. 39.9 16.8 23.1 480.5 June... 51.3. 24.7 26.5 738.3 
June .. 46.6 13.1 33.5 514.0 say .. 23.3 21.0 4-3 742.6 
sey 2. 49.9 24.4 23:2 997.2 Aug. .. 28.0 13.2 14.8 757.4 
AQ. «. 29.7 16.3 13.4 550.06 Sept... 39.7. 41.7 -—2.0 755.4 
Sept... 54.0 21.8 32.2 582.8 Oct. .. 23.6 24.6 — 1,1 754-3 
Oct. .. 45.3 30.3 15.0 597.8 Nov. .. 33.2 20.5 10.7 705.0 
Nov. .. 27.3 15.0 12.3 610.1 Dec. .. $4.8 19.0 35.7 800.77 
Dec. 48.1 12.6 36.5 646.6 
1946 Jan. .. 28.5 58.1 —29.6 771.0 
1944 Jan. .. 48.4 100.1 —51.7 594.9 Feb. .. 40.8 113.7 -—72.9 698.0 
Feb. .. 51.3 85.9 —34.6 560.3 Mar. .. 51.4 101.7 —§0.3 647.9 
Mar. .. 52.3 50.8 1.5 561.8 Apr. .. 39.7. 28.5 113.3 6§9.0 
Apr. .. 37.8 18.9 18.9 580.7 May .. 15.4 16.2 —0.8 658.2 
May .. 31.1 19.8 11.3 592.0 June... 22.8 24.9 — 2.1 656.1 
Jane .. 47.8 14.9 32.8 624.8 july .. 85.1 19.1 — 4.0 652.1 
July .. 34.4 20.8 13.5 638.3 Aug. .. 20.9 18.2 2.7 654.8 
Aug. .. 33.9 23.3 10.6 648.9 Sept... 22.§ 20.2 1.4 656.2 
Sept... 63.8 25.8 38.0 686.9 Oct. .. 13.7 16.32 — 3.4 692.8 
Oct. .. 29.5 20.9 8.2 695.1 Nov. .. 22.7 22.9 —0.2 652.6 
Nov. .. 41.2 $9.2 23.% 937.2 Dec. .. 35.0 —5.0 30.0 682.0 
Dec. .. 63.0 20.4 42.5 759-7 
1947 Jan. .. 20.5 46.9 —26.4 656.2 
1945 Jan 52.3 78.4 —-26.1 733.6 feb. .. 27.0 81.97 —54.7 601.5 





THE BANKER 


Exchequer Issues and Receipts 


Total 
Expendi- Ordinary Deficit 


WEEKLY AVERAGES 





*j.e, Outstanding at end of month. 





To 
Expendi- Ordinary Deficit 


tal 


¢ Record to date. 
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MIDLAND BANK 
LIMITED 


ICATER, BRIGHTWEN ONSHAREHOLDERS 
& CO., LIMITED Te ‘iia general meeting of share- 


holders of the Midland Bank Limited was 
. held on January 29 at the Head Office, 
| ROGER CUNLIFFE, SONS & CO. Poultry, London, E.C.2. 


The Most Hon. The Marquess of Linlithgow 


52, CORNHILL, E.C.3 (the chairman) presided. 


The Chairman proposed the motion for the 
adoption of the report of the directors and the 
audited statement of accounts for the year 
ended December 31, 1946, which was seconded 
Capital issued & Fully paid by Lord Royden (director) and passed 
£1.200,000 unanimously. 

sare Resolutions were carried authorizing the 
payment on February 1 of a dividend at the 
rate of 8 per cent. actual, less income-tax, for 
the half-year ended December 31 last; re- 


: DISCOUNT BROKERS electing Colonel the Hon. G. K. M. Mason, 
& D.S.O., J.P., and Sir Francis L’Estrange 

Joseph, Bt., K.B.E., J.P., D.L., as directors ; 

BANKERS fixing the sum payable to directors; and re- 


appointing Messrs. Whinney, Smith, and 
Whinney as auditors for the ensuing year. 


The meeting closed with a vote of thanks to 
the chairman, proposed by Sir Frank Newson- 
Smith and seconded by Mr. Edward Simmons 


| ALEXANDERS DISCOUNT COMPANY 


LIMITED 
24, LOMBARD STREET, LONDON. 


CAPITAL PAID UP - - = £1,400,000 
RESERVE FUND- - - = &2,200,000 


DIRECTORS : 
Tue Rr. Hon. LORD COLGRAIN, Cuarrman. 


GEORGE CLEVERLY ALEXANDER ROBERT ALEXANDER 
SIR AUSTIN EDWARD HARRIS, K.B.E. MARK DINELEY 
ERIC GORE BROWNE, D.S.O., O.B.E.,A.D.C. HON. PATRICK KINNAIRD, M.C. 





MANAGER: 
ANTONY MACNAGHTEN 
Deputy Manacer: CHARLES C. DAWKINS 
ASSISTANT Manacers: E. P. B. BAGGALLAY, A. J. MCLENNAN 
Secretary: F. W. HATCHER 


BANK AND FIRST CLASS TRADE BILLS DISCOUNTED | 
MONEY RECEIVED ON DEPOSIT. 
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THE CLYDESDALE BANK LIMITED 


RECORD FIGURES 


SIR HAROLD 


HE rogth general meeting of the Clydes- 
daie Bank Limited was held on February 5 
at the head office, Glasgow 

Sir Harold E. Yarrow, Bt., C.B.E., the 
chairman, in the course of his speech said : 

Our Balance Sheet totals are now 
£98,557,366, and constitute an easy record 
in the history of the Bank. The large increase 
is attributable mainly to the unprecedented 
rise of 15,643,589, in Current, Deposit 
and other Accounts with Credit Balances 
which now stand at /84,880,053. This rise isa 
reflex of Bank Deposits in general, and our 
figures disclose that we have participated in 
no small measure. There would appear to be 
a marked tendency on the part of the public to 
retain a larger proportion of their resources in 
the form of Bank Deposits rather than accept 
the meagre return now obtainable on invest 
ments and run the risk of capital loss. 

Our Acceptances and Engagements on 
account of customers, at £1,788,220, show a 
welcome expansion of over £800,000. The 
Note Circulation of the Bank has increased 
during the year by £889,204, and now stands 
at the record but the rather disturbing figure 
of £8,162,748, which compares with the pre-war 
total of £3,013,187. 


EXTREME 


LIQUIDITY 


\ position of extreme liquidity is disclosed 


balances with the Bank of England 
and other banks, cheques in course of col- 
rection, and monev at call and short notice 
total £28,130,360, while in addition we hold 
£11,000,000 of Treasury deposit receipts with 
am average maturity date of three months. 
These liquid resources, amounting in all to 
ovat £39, 000,C00, represent about 42 per cent. 
of our deposits and notes in circulation. Our 
investments, at 45,539,310, record a nodera 
rise on the year of 42,114,053, and due to the 
substantial appreciation in Gilt-edged Se- 
curities, the market is considerably in 
excess of the figure 
the balance sheet 

Advances to customers show an increase 
this year of £1,168,725, and while we should 
prefer to see this item standing at a much 
higher level, it is satisfactory to note the 
upward movement Our resources place us 
in a favourable position to meet the demands 
of expanding industry, and no applications 
for advances which are at all reasonable will 
be declined 


Cash, 


value 
at which they appear in 


DIVIDEND OF 16 PER CENT. 


Che profit for the year amounts to £354,412, 
and shows an increase as compared with the 
previous year of £11,384, which I am sure you 
will regard as satisfactory. Adding to the 
profit the balance of £105,533 carried forward 


YARROW 


ON THE OUTLOOK 


from 1945, there is a total of £459,945, and the 
Directors recommend the following appropria- 
tions, viz.: in payment of a dividend of 16 
per cent. per annum, £208,000; to Staff 
Widows’ Fund, £20,000; to Deferred Repairs 
Account, {20,000; to Superannuation and 
Allowances Fund, {£50,000 ; to Reserve 
Surplus Fund, £50,000; leaving £111,945 to 
be carried forward to 1947. 


NEED FOR INCREASED PRODUCTION 

That the country is enjoying full employ- 
ment at the present time is reflected in the 
volume of business undertaken by the Bank 
last year, but it is necessary to keep in mind 
that, due to the present world shortage of 
goods, we are operating in a seller’s market. 
This state of affairs will come to an end 
sooner or later, perhaps sooner than we like 
to believe, and we shall then be faced with 
competition from abroad. Many 
countries, which hitherto have been ready 
purchasers of our goods, will in the years 
ahead manufacture all they can in their own 
Customers of yesterday will be 
competitors tomorrow. 


serious 


countries. 


Only by increasing production per head 
of the population, in spite of the shorter 
working week now general in so many in- 
dustries, by enjoying a freedom from labour 
disputes and by maintaining the most 
modern and up-to-date plant in our various 
industries, will it be possible for us to hold our 
own in world trade. 

At home, the Government's policy of 
nationalization is bound to affect our future 
prospects one way or the other. It has yet 
to be proved that the nation will enjoy better 
services without increase in cost, or the same 
services at a lower cost, for this will be the 
test as to whether this far-reaching change in 
administration is in the national interest. 

Apart altogether from the merits or de- 
merits of nationalization, how is Scotland 
likely to be affected ? In past years we have 
seen that administration from London has 
operated in many instances to the disadvantage 
of Scotland, and with the extension of control 
it seems probable that our position will be still 
further adversely affected. Although regional 
boards will be set up in different parts of the 
country, virtual control will continue to be 
administered from London. 

The Clydesdale Bank, as well as the other 
Scottish Banks, will certainly do their utmost 
to promote industrial development and agri- 
culture in Scotland, and will co-operate with 
any organization, whether it is nationalized 
or otherwise, to support any scheme which 
will be to the benefit of the couatry. 

The report was adopted. 
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